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THE STORY OF THE UTILITY BOSS 
WHO LIKED COFFEE! 





) Amos Watts, hot tempered pres- 
ident of the North-South Utility 
Company, was a coffee worshiper 
—8 or 10 cups was his daily 
minimum. And heaven help the 
cook if the coffee wasn’t good. 
(Which happened all too often!) 


Mrs. Watts got pretty tired of fireworks for 
breakfast nine mornings out of ten. Decided 
they’d have perfect coffee a// the time, or know 
the reason why. She found the answer in a shiny 
new Silex Glass Coffee Maker. And peace 
reigned serene in the Watts household. 


BUT THAT'S NOT THE WHOLE STORY! 


Mr. Watts was pretty shrewd. When it came to 
increasing the load on the lines, Amos Watts’ 
mind was a meter that never stopped turning. 


“Good coffee 2 days run- 
ning—what’s happened in 
this house?’’ beamed the 
lord and master. “Bought a 
Silex,” cooed his wife. Auto- 
matically Amos Watts’ nim- 
ble mind began to function. 


“Good coffee! That’s go- 


Ber 





MORAL: Push Silex Electric models, 
Women know them and like them— 
and your load is bound to go up. 


THE “DELRAY,” Electric Silex, is but one 
of many popular models in the Electric 
Silex line. 8-cup size, black trim, $4.95. 
10-cup size, $5.45. It’s a good model to 
feature. 





ing to help my business! Any one of those elec. 
tric Silex models adds a bunch of KWHs to the 
load. We’ll sell’em the idea of good coffee—eleg. 
tric coffee—and add plenty of KWHs on the line,’ 


Things sure started in the office that morning 


New displays blossomed in the Company’ 
Main St. windows. They were 
filled with electric Silex Glas 
Coffee Makers—all the differ 
ent models, using an average 
of 87 KWH each a year. Bil 
enclosures played up coffee.. 
bill posters, newspaper adver 
tisements—the promotion pus 
of the Utility went smack be 

hind good coffee—electric coffee! Local coffe 
firms got on the band wagon... grocers, too 
The whole section got hipped on good coffee.. 
and found out the only 

way to have it every 

time was to make it 

electrically in a Silex 

Glass Coffee Maker. 


AND Boy—how the 
load reacted! 





> What can we do to help yo! 
tie in Silex Glass Coffee Maker 
with your promotion plans? W 
have posters, billboard design 
suggested window displays, bi 
stuffers... plenty of good pro 
motional material all keyed to 
gether to help you increase yo 

load. Write us... today. 


Pyrex Brand Glass Used Exclusiv 
Upper Bow! Handles. 





Ae cia 


THE SILEX COMPANY. . 


. HARTFORD, CONNECTI 
Creators of the Glass Coffee Maker Industry 
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Gas Companies Feel Safe in 
Recommending 


ARBER Conversion BURNERS 


In their conception of a wider public service, most gas 

utilities now unquestionably include thorough investiga- 

tion of gas appliances which they sell, recommend, or 

mY sponsor. Before such equipment is approved, exhaustive 

tests, or a substantial record in actual consumer use, are de- 

manded. A performance history covering over 20 years, in tens 

of thousands of installations, qualifies Barber Burners, above all 

others, to demonstrate such merit. This explains why leading 

Gas Authorities so widely approve Barber Burners for their 
customers’ use. 


Standard Models come in 8 
s for round grates 12” to 34” 
liameter. There is also a wide 
ge of sizes for oblong grates. 
burners easily and correctly 
stable to grate dimensions. 
ed in A. G. A. Directory of 
proved Appliances. Ask for 
alog and Price List on Con- 
jon Burners for Furnaces 
Boilers, Burner Units for 
Appliances, and Gas Pres- 
Regulators. 


No. 324-B Barber Burner 


BARBER GAS BURNER CO., 3704 Superior Avenue, Cleveland, Ohio 


® BARBERS?Z2¢SBURNERS~ e 


For Warm Air Furnaces, Steam and Hot Water Boilers and Other Appliances 
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MERCHANDISE MANAGERS 


or others in Public Utility Companies who are in- 


terested in the sale of appliances are invited to send 


for three case studies of 


SELECTIVE | 
SALES AND ADVERTISING SYSTEMS 


PUBLIC UTILITY COMPANIES 


—two for electric light and power companies and 
one for a gas light company. Two of the systems 
described use the punched hole method of selection; 


one the color method of selection. 


Requesting this systems material will carry no obli- 


gation of any kind. Please address: 


Systems Department 


THE ELLIOTT ADDRESSING MACHINE COMPANY 


157 ALBANY STREET 


CAMBRIDGE, MASS. 
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Pages with the Editors 


N all this turmoil over the acceptance speech 

of Wendell Willkie and the replies and 
counter replies, one New York magazine was 
thoughtful enough to send a man around to the 
offices of Commonwealth & Southern, Will- 
kie’s former employer, to see how that hold- 
ing company system was getting along with- 
out its favorite son. 


APPARENTLY everybody around 20 Pine 
street is managing to keep a stiff upper lip, 
chin up, and all that sort of thing. Indeed, the 
magazine reporter found business going on 
pretty much as usual at the old stand. Seven 
days after Mr. Willkie resigned, Justin R. 
Whiting was hustled down to Wilmington, 
Delaware, to a directors’ meeting where he was 
made president of Commonwealth & Southern 
of Delaware. Then he was hustled back to New 
York city and elected president of Common- 
wealth & Southern of New York. After that 
he was elected chairman of the board of its 
subsidiary Consumers Power, and made a di- 
rector of all three corporations mentioned. A 
congratulatory telegram from Mr. Willkie ar- 
rived and that was about all there was to it. 


EXPENSES of this inauguration ceremony 
were very modest indeed. It cost $1.80 to take 


THOMAS L. NORTH 


San Francisco thinks the Raker Act results in 
unwarranted Federal interference. 


(SEE Pace 338) 
SEPT. 12, 1940 


H. W. BLALOCK 


It will take years before we can assess the true 
value of the rural electrification program. 
(SEE Pace 331) 


ne 


“Mr. Willkie” off the door of the president's 
office and substitute “Mr. Whiting.” Common- 
wealth & Southern also had to write off its 
books a loss of $2 for a bunch of letterheads 
which will never be any good unless Mr. 
Willkie should some time in some strange 
fashion get his old job back again. Then there 
was an item of $1.15 for some new rubber 
stamps. 


¥ 


rR. Whiting made a personal investment 

to add to the tone of the office. It’s a 
picture of his distinguished predecessor, etched 
on stainless steel, with a silk banner reading, 
“From the crossroads of America to the 
White House.” 


INCIDENTALLY, Mr. Whiting found this office 
which he inherited from Mr. Willkie cluttered 
up with a variety of mementoes which had 
arrived in recent weeks from well-wishers. 
There were at least four statues of elephants, 
a big plaster bust of Benjamin Franklin, a pair 
of gray suspenders, and a blue necktie with an 
elephant print on it. 


THE careers of Messrs. Whiting and Willkie 
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Cisco Solvent is bringing so many advantages to 
8. pecial Savings fleet operators that it must not be called merely new 
but REVOLUTIONARY. Cisco Solvent permits the 
for F L c ET internal cleansing of an automotive engine without 
any of the usual labor expense of tearing the motor 
OPE R ATO R S down or taking the head off. Cisco Solvent 
removes dirt, gum, sludge and varnish from 
Operating expenses and lay- lat: Geeppaiiall mannii atid * niatilh 
ups for overhauls can be cut Se er ee ; ltr Bye, ce wie 
down by systematic use of complete safety. It contains a lubricant which pro- 
this new, revolutionary in- tects all parts during the purging process. Through 
ternal engine cleaner. Write ie enaliantion of <3 Sclvens enndusen Sati 
+ sheus ens: at Gk als e application of Cisco Solvent, operators now gi 
listed below for complete their vehicles “wide-awake” engine performance, re- 
details. sulting in reduced operating and maintenance cost. 
Learn what Cisco Solvent can do for you. 








Cities Service Oil Companies 


Cities Service Oil Company—Chicago, New York, Cedar 
Rapids, Boston, St. Paul, Grand Forks, Kansas City, Fort 
Worth, Oklahoma City, Milwaukee, Cleveland, Detroit, 
Harrisburg, Syracuse. 


Cities Service Oil Company, Ltd.—Toronto, Ontario. 


Arkansas Fuel Oil Company—Shreveport, Little Rock, Jack- 
son, Miss., Birmingham, Atlanta, Charlotte, N. C., Nash- 
ville, Richmond. 


— 
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are strangely parallel. Both were middle west- 
erners and Democrats— formerly, at least. 
Both grew up in small towns‘and got law de- 
grees from middle western universities. When 
Willkie became president of Commonwealth & 
Southern in 1933, Whiting moved into Wil:kie’s 
old place in the law firm of Weadock and 
Willkie. Mr. Whiting is a year younger than 
Willkie and has no political aspirations. “If 
I fill a job that Willkie did,” he said, “I’ll 
figure I’m doing all right.” 


¥ 


| Bebe a well-known military axiom that good 
communications are the life line of national 
defense. It is not surprising, therefore, that 
in the current campaign to make America in- 
vincible throughout the western hemisphere, 
the Army and Navy should pay particular at- 
tention to the state of our communications 
facilities. Of course, this necessarily involves 
the closest collaboration with telephone and 
telegraph companies, radio broadcasters, cable 
and radiogram facilities, and the manufactur- 
ers of the same. In the leading article in this 
issue, HERBERT Corey, veteran Washington 
observer, gives us an idea of what can be ex- 
pected along the communications front if war 
should come to America. 


¥ 


N° matter which way the forthcoming gen- 


eral elections turn out, the city of San 
Francisco is going to have to do something to 
make its peace with Secretary of Interior 
Ickes over the so-called Hetch Hetchy con- 
troversy. This much is clearly indicated in re- 
cent remarks attributed to Secretary Ickes. 


HE wants an understanding about what the 
city is prepared to do to conform with the 
Raker Act—a Federal statute which forbids 
the city from selling power generated at the 
Hetch Hetchy dam to any private utility. The 
Supreme Court has sustained the Ickes’ con- 
tention that the present arrangement between 
San Francisco and the Pacific Gas and Electric 
Company violates that statute and the Secre- 
tary of Interior is determined to force a show- 
down, even if he has to get the Army to pull 
the switches. 


Tuomas L. Nortu has written an analysis 
of this unusual controversy between San Fran- 
cisco and the Federal government in an article 
appearing in this issue (beginning page 338). 
Mr. Norrtu is a graduate of the University of 
California (A.B., ’31) and Harvard School of 
Business Administration. For the last three 
years he has been connected with Standard 
Statistics Co., Inc., and has been doing field 
work for that organization on the West coast. 


¥ 


B. BLALock, whose articie on rural elec- 
e trification ‘also appears in this issue 
(beginning page 331), is a member of the 
Arkansas Department of Public Utilities. He 
is a graduate of the University of Illinois 
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EDITORS (Continued) 


EKBeat COME 


Communications industries are being prepared 
for a call to the colors. 


(SEE PAGE 323) 


(Ph.D., ’31) and priér to his appointment to 
the Arkansas commission itt 1937 was assistant 
professor of business administration at the 
University of Arkansas. 


ee 


é t HE American Transit Association is sched- 
uled to hold its annual convention at White 
Sulphur Springs, W. Va., September 22nd to 
26th. The next issue of the FortNIGHTLY will 
contain material of special interest to the 
transit industry. This issue will be out Sep- 
tember 26th. 


¥ 


yn we the important decisions preprinted 
from Public Utilities Reports in the back 
of this number, may be found the following: 


Tue Washington commission, in disapprov- 
ing a proposed telephone rate increase, gives 
special consideration to questions of deprecia- 
tion, pension accruals, apportionment, and tax 
expense. (See page 193.) 


ORIGINAL cost, without consideration of re- 
production cost, is adopted by the Federal 
Power Commission as the basis for rates of a 
federally licensed power project. (See page 
236.) 


THE Securities and Exchange Commission 
has denied a motion to vacate an order ap- 
pointing a trial examiner in integration pro- 
ceedings. (See page 253.) 


an 
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@ ‘“Two-for-one’’ is a fishing thrill I’ve never had before, Sam 
—but I got just as big a thrill at the office the other day when I 
replaced two office machines with one... Yep — replaced one 
adding machine and one calculating machine with one new 
Remington Rand Printing Calculator. Man!—there’s a figuring 
machine that does everything ... adds, subtracts, multiplies, divides 
automatically...yes, and prints the whole problem on regular 
adding machine tape. Think what that means—a permanent, 
black-and-white record, with only one run of the figures. Now 
we do both big jobs—adding and calculating —on one machine 
...l’m going to write to the home office boys about it. This 
Printing Calculator can be a profit-maker in every one of our 
branches... Look into it yourself, Sam—I’ll bet it will save you 
money in your business, too! 


You don’t need to be a branch office 
or chain store manager to profit by the 
new Remington Rand Printing Calcula- 
tor. If you own an adding machine only, 
give yourself calculating machine con- 
venience at little more than adding 
machine cost. If you own a calculating 
machine only, give yourself adding ma- 
chine facility too. If you own both, re- 
place them with one Printing Calculator 
...the world’s only complete, all-purpose 
figuring machine... Invest a few minutes 
in a demonstration today. Phone your 
nearest Remington Rand office. Or write 
Remington Rand Inc., Buffalo, N.Y. In 
Canada: RemingtonRandLtd.,Toronto. 


The Remington Rand 
Printing Calculator 
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ACCEPTED- i?Serenvasie 


gineering executives purchase equipment on demonstrated performance. That's why en- 


pineers in every conceivable industry purchase Vulcan and the reason why Vulcan was sold 


n forty-three states, every Province of Canada, Porto Rico, Territory of Hawaii and eleven 


foreign countries during the past year. The following partial list of representative contracts 


tor 1939 demonstrate the popularity of Vulcan among engineers in every type of industry 


ho have taken the time to investigate the reasons for Vulcans rugged dependability. 


any of these contracts are repeat orders, real evidence that Vulcan gives highest satis- 


action. 





Socony Vacuum Oil Co East St. Louis, Mo. 
Town of Albion Albion, Indiana 
Pairpoint Corporation New Bedford, Mass. 
Charleston Navy Yard Charleston, S. C 
U. S. Naval Academy Annapolis, Md. 
Metropolitan Life Insurance Co....New York City 
Park Chester Housing Development 
Griesdieck Western Brewery Neville, Hl. 
Minot Normal School inot, N. D. 
Southland Paper Mills 
Bethlehem Steel Company 
Norfolk Navy Yard 
Fairmont eg d Light Co 
Evenson and Levering Company....Camden, N. J. 
Socony Vacuum Oil Company ooklyn, N. Y. 
be of Bellefontaine Bellefontaine, Ohio 
Gallinger Hospital Washington, D. C. 
Colorado State Agricultural College 

Fort Collins, Colo. 
Navajo Agency............ Ft. Defiance, Arizona 
Victor Chemical Company....Mt. Pleasant, Tenn. 
McChord Field, U. S. Army....Ft. Lewis, Wash. 
B. F. Goodrich Company Clarksville, Tenn. 


Carnation Compny Sherbrooke, 
Alexandria Steam Generating Co...A 
South Porto Rico Sugar Company 
Santa Domingo, Dom. Rep. 
George Ziegler Company Milwaukee, Wis. 
Atlas Powder Company Stamford, Conn. 
Colorado State Capitol Denver, Colo. 
Hercules Powder Company Hercules, Del. 
U. S. Military Academy West Point, N. Y. 


uebec, Can. 
exandria, Va. 


Canadian National Sherbrooke, & Man., Can. 


Container Corporation of America 
Circlesville, Ohio 
Commodore Perry Housing Project... 
DeKalb State Teachers College 
United States Shoe Corp Norwood, Ohio 
The May Company Cleveland, Ohio 
United States Naval Hospital...San Diego, Calif. 
Frankford Arsena adelphia, Penna. 
Central Park Pumping Station Chicago, Ill. 
Virginia Public Service Co Hampton, Va. 
Atlas Powder Company Atlas, Mo. 
City of Fairmont Fairmont, Minn. 
Froedtert Grain and Malting Co..Milwaukee, Wis. 
Sonoco Products Company Garwood, N. J. 
Sheridan Brewing Company....Sheridan, Wyoming 
City of Fort Collins Fort Collins, Colo. 
Ingenio Riogaila....Buenaventure, Columbia, S. A. 
South Carolina Electric and Gas Co....Parr, S. C. 
American Woolen Company Fulton, N. Y. 
Keystone Public Service Company.Oil City, Penna. 
Alabama Power Company Chickasaw, Ala. 
Pennsylvania Power and Light Co. 
Harrisburg, Pa. 
Holyoke Gas and Electric Co.....Holyoke, Mass. 
Durkee Famous Foods Chicago, Ill. 
Blanton Company St. Louis, Mo. 
Continental Diamond Fibre Co..Bridgeport, Penna. 
Westinghouse Electric and ———— 
Company, Lima, Ohio 
Libby, McNeill and Libby Chicago, Ill. 
Vanadium Corporation Naturita, Colo. 
Philadelphia Electric Company....Chester, Penna. 





Vulcan Soot Blower Corporation does not 
build down to a price. Vulcan builds into their 
equipment thirty-seven years of experience; 
build by highly skilled engineering and plant 
personnel of long service, using the highest 
ie material that hard exacting service has 
emonstrated is the most practical for its 
purpose. The result is trouble free, long years 


of service, making unnecessary frequent serv- 
icing—and when service is required, skilled 
field engineers on their rounds, offer it gladly 
to maintain your Vulcan equipment in top 
condition. Ask the Vulcan Sales or Field En- 
gineer WHY Vulcan MUST build into their 
equipment the most rugged, trouble free, 
lowest maintenance you can buy. 


VULCAN SOOT BLOWER CORP., Du Bois, Penna. 
<a> ae de ae ae ae ae oe oe oe oe oe oe oe oe oe oe oe 
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Remarkable Remarks 


“There never was in the world two opinions alike.” 


—MONTAIGNE 








“America is in bad shape, and it is getting worse all 
the time.” 


¥ 


“We know now that mechanical and technical progress 
is not identical with civilization.” 


¥ 


“Civil aviation in this country is today at a peak never 
before reached in any part of the world.” 


¥ 


“It would be a tragic mistake if the defense program 
were to be accompanied by a widespread extension of 
government bureaus and departments.” 


¥ 


“|. . we are now dominated and plagued by various 
pressure groups that care little or nothing about the 
United States as long as they can involve us in the present 
European War.” 


¥ 


“Since when has the British Navy been called upon 
to protect our shores from attack? When was it that a 
European power helped us preserve freedom and democ- 
racy here in America?” 


¥ 


“The broadcasting industry and we taxpayers pay 
rather dearly for the privilege we have of turning’a dial 
and thrilling to some variation of that oft-told tale— 
what our government at Washington is doing to make 
up happy.” 

+ 


“Alcohol and power are two things that, down through 
the centuries, have acted upon all races in all climates and - 
on both sexes alike, and the more power an individual gets 
the more he wants, and enough power is all there is.” 


¥ 


“... farm income is the governing factor of our na- 
tional economy and agriculture is still the basis of our 
national wealth. A profitable agriculture solves. the dual 
problerh of idle acres in the country and idle men in the 
city.” 


12 
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7 reg bcaicees choo Who in your office is responsible for 
po: 
™ \|  satenent me | keeping informed about new 
, SSS machines, features and applica- 
\ Mercere tions that might save time, effort 
pecouetin® \\ ( ee and cost in office work? 
- never goneral Be \ f 
— pa: Typical of the savings being made 
Srey bc by both large and small concerns in 
savantor’ f —_ every line of business are these: 
ogram rae 
ion of : : ee, $125.00 A MONTH SAVED ON COST OF 
: Ct KEEPING PAYROLL RECORDS 
Sate, 
WS A small concern saved $125 a month by 
powsco® me : tags - installing a new Burroughs to write re- 
ort tced . ; a / lated payroll records in one operation, 
arious ote me \ \ 
it the or a AVERAGE ANNUAL SAVING OF $7,455.81 
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age Re ai : that each averaged an annual saving of 
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$7,808.82—a 95.5% return on each invest- 
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that a SAVED $118,462.88 IN PURCHASE PRICE 
emoc- In buying 754 Burroughs Calculators, one 
concern saved $118,462.88 because the 
Burroughs range of calculators is so com- 
plete that the exact style and size re- 
quired for each desk could be purchased 
—without overbuying! 
; pay 
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business information about B hs 
rough | hiee mur te taeda tis we will keep him informed of 
s and - : plication to current accounting problems. new ways to save on office work. 




















1 gets : = 
is? _ : ~S / 












BURROUGHS ADDING MACHINE COMPANY 
6152 Second Bivd., Detroit, Michigan 































ir na- DI should lik " fi ai ~ me 
f our ing to. 
dual CO Please place the following name on your list to receive 
} information about new Burroughs developments. 
n the pas Name. Title. 






Company. 





Address. 
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14 REMARKABLE REMARKS—( Continued) 


WENDELL L. WILLKIE 
Republican presidential nominee. 


Hon. ARTHUR CAPPER 
U. S. Senator from Kansas. 


Hon. Lister Hitt 
U. S. Senator from Alabama. 


Epitor1AL STATEMENT 
Broadcasting. 


Hon. Davin I. WALSH 


U. S. Senator from Massachusetts. 


Hon. Witit1Am B. BANKHEAD 
U. S. Representative from 
Alabama. 


Puiie D. REED 
Chairman of the Board, General 
Electric Company. 


Excerpt from Banking 


SEPT. 12, 1940 


“For the old American principle that government js 
liability to be borne by the citizens for the sake of peace, 
order, and security, the New Deal has substituted the 
notion that government is an asset without which none 
of us can survive.” 


¥ 


“T believe that too heavy a concentration of industry 
in the already congested centers along the Atlantic coast 
is not a healthy thing for the nation as a whole, and the 
same statement applies to concentration carried too far 
on the Pacific coast.” 


¥ 


“George W. Norris put on his armor. He went forth 
to battle to properly insure and safeguard the develop- 
ment of water power that the people might enjoy their 
inheritance; that they might get the benefit of the power 
that God Almighty had given to them.” 


¥ 


“Never before has the broadcasting industry been given 
the kind of endorsement and assurance of a ‘free radio’ 
as that voted unanimously both by the Republican and 
Democratic conventions in separate radio planks of their 
respective party campaign platforms.” 


¥ 


“We are living in a world that is in no way the world 
in which our generation was born. Confusion, doubt, and 
uncertainty stalk throughout the land. In most parts of 
the world all spiritual forces are latent, and only the 
rumblings of gigantic war machines are heard.” 


¥ 


“Under our system of party government, it is just and 
equitable for the electorate to judge and to reward or 
punish a national party, not upon the basis of its plat- 
form promises, but strictly upon the record of its per- 
formance and accomplishments as an instrumentality of 
public service.” 


¥ 


. . the broad concept of government of the people, 
by the people, and for the people, though it definitely 
excludes the notion of rule by despot or by dictator, con- 
tains no inherent guaranty of the private enterprise sys- 
tem as we know it here and no inhibitions against govern- 
ment activity in business, agriculture, or any other field.” 


* 


“So much has been said about the billions appropriated 
by the government, that it is easy to forget how flat the 
effort would be if it failed to swing into action the entire 
economic equipment of the country. The money that the 
government will spend and lend for rearmament will be 
only a fraction of the amount to come from banks, cor- 
porate surpluses, and other private business sources.” 
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"See-A-Mile” MASTER-LIGHTS 


Speed Up Your Repair Crews! 


Faster, safer night repairs! 
That's what MASTER- 
LIGHTS’ HIGH POWER and 
QNE-HAND AIMING mean to 
your repair crews! MASTER- 
LIGHTS’ brilliant mile-long 
t forth [beams even spot broken insu- 
evelop- MM lators at a distance in any 
y their # weather. They give your repair- 
Power Mi nen the light they need to 
work faster in greater safety! 
And your drivers will praise 
given ja the One-Hand Controls of roof- 
radio’ {| mounted MASTER-LIGHTS—for this patented feature gives them greater convenience | 
n and #@ in locating trouble spots and more safety in driving! 


bl You'll find MASTER-LIGHTS soon pay for themselves in time saved. And you'll | 
find replacement costs amazingly low—for MASTER-LIGHTS are built to last! Rust | 
and weather-proof construction is all aluminum, brass, and bronze, heavily chromium | 
plated—reflectors are fully parabolic, triple silver plated. 


Tre Fp MASTER” ~MAKE YOUR OWN TESTS! 


LIGHT — 


(ilastrated below) Your own operating conditions — your 
For General Utility own service usage—these are the proving 
Purposes grounds you can trust! Send now for the 
Searchlight Range: over one MASTER-LIGHTS you need. We'll ship 


mile. Special 9 
woflament bulb, with fers, them to you at once for 30 days FREE 


burning, low power consump- a ee 

Hn service. light: or ame. = TRIAL. Then—watch overtime emergency 

pon ha ag oie - crew payrolls shrink — worker efficiency 
ao tc & 7 

operates both filaments. 6-in. rise! And remember—when you decide to 


diameter reflector. 

oe make your MASTER-LIGHTS standard 
equipment, you’re in line with outstanding 
public utilities all over the country! 


Above: TYPE T MASTER-LIGHT 
Roof Searchlight for Repair Cars, 


i se 
Choose Your Lights Now ‘iis: cttici.°*"" 


Searchlight range: one mile. Most 


Our new folder, *1940 MASTER-LIGHTS” powerful automobile spotlight made. 


i i ; Points in any direction. Penetrates 
illustrates and describes our full line of smoke and fog. Operates econom- 
ically from car battery. Friction de- 


public utilities searchlights and floodlights. vice holds light in any position re- 
gardless of vibration or rough roads. 


(iinadll 1} You'll find the MASTER-LIGHTS you need Gin. triple silver plated reflector. 


in it! Write for your copy today. Address, a bel ak eae a 
gears to wear and rattle. 


CARPENTER MFG. CO., 179 sidney st,, Cambridge, Mass 
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Bo a . a Vy 
RESIST CORROSION 






ohns-Manville TRANSITE DUCTS 


FOR LOW-COST ELECTRICAL DISTRIBUTION 








s eptember iz; 1940 
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hand Ready 


~andk a swell Looker ! 


TuHERE’s a brutish beauty about 
a unit like the Ford in this pic- 
ture —a feeling of massiveness 
and strength held within clean 
lines. It takes your eye. 

And there’s that important 
word, economy. Ford Trucks are 

easy on oil and gas. They 


begin with and they bring a high 
consideration from any Ford 
dealer when it’s time to trade 
them in. They last a long time. 

If you haven’t operated a Ford 
for the past few years, ask your 
Ford dealer to arrange a free “on- 


the-job” test with your 


don’t cost much to E&P own manat the wheel. 
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ONOMICAL LINE CLEARING 


Line clearance for the FUTURE 
based upon the EXPERIENCE 
of yesterday with the TECH- 
NIQUE of today. 


ASPLUNDH TREE EXPERT COMPANY 
Home Office JENKINTOWN, PA. Ogontz 3750 


Chicago, fll. Randolph 7773 Columbus, Ohio Adams 5432 
Binghamton, N. Y. Binghomton 4-5314 Alexandria,Va. Alexandric 358) 


Write for our Illustrated Booklet 


LINE CLEARING 











P. U. R. QUESTION 
SHEETS 


AN EDUCATIONAL OPPORTU. 
NITY for public utility men. A 
fortnightly quiz of ten questions 
and answers on practical financial 
and operating problems, as pre. 
sented in the decisions of State and 
Federal Commissions and Courts 
in their investigations of public 
utility companies. 


Ten questions and answers every - 
two weeks—annual subscription 
$10.00. 


Send your order to— 


PUBLIC UTILITIES 
REPORTS, INC. 


1038 Munsey Bldg., Washington, D. C. 











SPRAGUE COMBINATION 





METER-REGULATOR 


LATEST ACHIEVEMENT 
IN 


GAS MEASUREMENT AND 


CONTROL. 


For Manufactured, 


Natural and Butane Service 


Write for bulletin. 


THE SPRAGUE METER C0. 


Bridgeport, Conn. 
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Westinghouse activities j 
HE five-reel Technicolor, “Middle- €s in re. 
ton Family at World’s Fair” now 

cing shown in theatres, clubs, schools 

nd to other groups, deftly portrays 

nefits of electricity for every Amer- 

can family and industry. It is a film 

our own employes would enjoy and is 

vailable for your use through any 

Vestinghouse district office. 

Effective promotional activity of this 

ind backs Westinghouse developments 
in electrical appliances and power 

uipment ... thus providing your customers with up-to-the-minute information on 
modern electrical efficiency that leads to savings for them and increased load for you. 


VESTINGHOUSE ELECTRIO & MANUFACTURING COMPANY, EAST PITTSBURGH, PA. 
Tune in “Musical Americana,” N. B. C. Network, Coast-to-Coast, every Tuesday evening. 


Westinghouse (W) 


TI FeTnICAlL DADTNED OF THE CFENTRA! STATION INDUSTRY 
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Sell The Furnaces That 
Have Selling Advantages 


NIAGARA 


Winter Air Conditioning 


and Gravity Units 


HE outstanding features of Niagara Gas Furnaces give 
you plenty of selling advantages to speculative, con- 
tract builders and home owners alike. 


With Niagara, you sell the advantages of copper 
chrome cast iron: or... Toncan iron heat exchangers... 
a selection of belt or direct drive blowers with two speed 
control .. . the exclusive Niagara summer-winter switch 

- modern casing design . . . concealed inner controls 

. and A. G. A. approval. With these go two most im- 
portant sales features — low prices and high operating 


efficiency. 


Write for complete information. 


The Forest City Foundries Company 


2500 West 27th Street Cleveland, Ohio 


Established in 1890 
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KINNEAR 
ROLLING DOORS 




















e ALL THREE IN ONE DOOR! 


ALL-STEEL DURABILITY 
KINNEAR DEPENDABILITY 
RoL-TOP EFFICIENCY 


DURABLE! Withan entirely new. type of all-metal door section, 
the new Kinnear All-Steel RoL-TOP Door will not sag, warp, split, 
or pull apart. . . it's weatherproof, burglarproof, verminproof, fire 
repellent — and practically wearproof ! 


EFFICIENT! the All-Steel RoL-TOP opens upward on special 
ball bearing rollers that move freely in rigid, continuous-angle 
mounted tracks . . . and is accurately counterbalanced with a 
torsion spring. It saves space, raises over snow, ice and swollen 
ground, and when open, remains out of the way, out of reach of 
damage. 


DEPENDABLE! Kinnear All-Steel Rol-TOP Doors are con- 
structed to the same high standards to which Kinnear has adhered 
throughout more than forty years of door specialization. Also, 
they're custom built for exact fit and easy, economical installation 
in any doorway. They can be equipped for motor operation, and 
arranged for any number of light sections. Write today. 


The h I \ \ LE A i Manufacturing Company 


cUBU-80 FIELDS AVENUI 


ay , : ; 
toried: Cotumbuds, Vhio, and Yan Zraanca 


ULUM 


HUS, UHL 


oan weld? fecreire! 
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The MEASURE 
of Crawler Power Toda 


International Diesel TracTracTors day, and how they slash costs right a 
have brought new ideas of crawler de- ‘ett. 

sign, efficiency, and economy to every Match up this perfectly design 
industry. With the introduction of the palanced power with balanced alli 
big, powerful International TD-18 a equipment and watch the combinati 
year ago, new standards were set. And produce! The nearby International ; 
now the new TD-14, TD-9, and TD-6 dustrial dealer or Company branch y 
extend International’s advantages to all give you a convincing demonstrati 
crawler-tractor needs. any time you say. 


When you see all the features of INTERNATIONAL HARVESTER COMPANY 


TracTracTor design you'll come to this 
conclusion: International Diesel Trac- 180 North Michigan Avenue, Chicago, Iilin 
TracTors are “tops” in every way. 
You’ll be more firmly convinced of this 
when you put them on the job and see 
how much work they turn out, day after 









> 4 


¢ 
INTERNATIONAL HARVESTER 
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ROBERTSHAW 
HEAT CONTROLS 


Another big step forward in simplification—heat control dial and 
gas cock handle combined in a single unit and operated with a 
single motion! That saves time for the user. Also it ensures greater 
accuracy in baking-and roasting: the control must be brought 
back to zero each time the gas is turned off, must be reset each 
time it is turned on. Now cooking by gas offers every advantage, 
including the highest development of automatic control. 





SIMPLE TO SERVICE 


New simplified front calibration, by-pass and pilot adjustment. Can be 
checked with absolute accuracy at room temperature. 

Oven valve and thermostat assembly form one unit removable from front 
without disturbing fittings. Cannot be replaced incorrectly. 


ARE YOUR SALESMEN SIMPLE TO OPERATE 


ARMED WITH 
THIS EFFICIENT 
SALES MANUAL? 
It's boosting earnings 
for thousands of sales- 
men every working day. 
Write for a copy — free. 


KOBE KISHAW spzz0s SALES 


ROBERTSHAW THERMOSTAT COMPANY, YOUNGWOOD, PA. 
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The B&W Open-Pass Boiler is a new type of 
uit that attacks at its source the rt of 
tube fouling caused by slag in high-tempera- 
ture high-capacity boilers. The design is such 
that a considerable quantity of the ash is 
eliminated ahead of the convection surface in 
the boiler, and, at the same time, the remain- 
der of the ash is conditioned so that it is 
relatively harmless as it passes over the con- 
vection surface. 


In high-capacity boilers of conventional de- 
signs, the problem of tube fouling has been 
accentuated largely because high-temperature 
steam requirements necessitate the super- 
heater being in a zone of high-temperature 
gases and, therefore, without the protection 
of boiler tube banks to the extent previously 
employed in lower temperature units. 


The Open-Pass Boiler meets and solves this 
problem. 


The slag-tap furnace of this unit which, dur- 
ing operation, has liquid ash covering its walls 
and floor, is ideally suited for ash elimination. 
The molten slag on these surfaces functions 
effectively in retaining ash particles coming in 
contact with it, these slag accumulations run- 
ning down the walls continuously to be dis- 
charged through the slag-tap opening in the 
furnace floor. 


On leaving the primary furnace the gases 
travel at high velocity through long, open, 
water-cooled passes that provide a transition 
stage in which the ash leaving the primary 
furnace in suspension in the gases, passes 


from the fluid state, through a plastic sticky 
state, to a dry granular form. 


A large part of the slag particles carried in 
suspension into the first open pass deposits 
on the walls, and, being at a high temper- 
ature, is removed naturally by flowing down 
onto the floor of the primary furnace and 
through the slag-tap opening. In the second 
open pass, the ash is dry and is discharged 
with the aid of downwardly flowing gases to 
the dry-ash hopper. The downflow of gases 
at relatively high velocity promotes self-clean- 
ing and uniform gas temperature across the 
pass, without lanes of higher-than-average 
temperature gases that would exist with a 
slower, upward flow of gases in a larger cham- 
ber. Added to this downflow is a U-turn of 
the gases, which, together with a reduction in 
their velocity before they enter the super- 
heater, provides an arrangement that ensures 
further effective removal of ash and mate- 
rially reduces the quantity of ash reaching the 
convection superheater tubes with gases at a 
more nearly uniform temperature across the 
entire width of the tube bank than is possible 
with more conventional designs. Thus, there 
is little opportunity for gas lanes at higher- 
than-average temperature to cause tube 
fouling. 


It is in this manner that the slag problem is 
approached with the B&W Open-Pass Boiler 
—with a pound of prevention instead of the 
proverbial ounce—by attacking the cause of 
slag fouling. 


Visitors to the New York World's Fair can find, at the B&W 
Exhibit in the Power Building, (at the eastern end of the Bridge 


G-185-T 


THE BABCOCK 


5 LISERTY StPeeET 


of Wings), an interesting visualization of the action of this unit. 


& WILCOX 


COMPANY 


NEW TORE: Ne Y. 


BABCOCK & WILCOX 
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to care for important records? 


Some ledger papers are like Suzy Droop! They try hard and 
don’ t ask much pay—but they’re no bargain! ss 

~~ Forms and records on inadequate paper take a_ a heavy toll 
in errors, delays and general dissatisfaction. They can hamper 


the efficiency of an entire record keeping system. : 

WAVERLY LEDGER is made by Weston, the ledger paper 
specialists, for all important and much-used records, forms 
and loose leaf sheets. 85% strong-fibered cotton content 
‘makes it stand up under constant handling and a perfectly 
finished surface keeps entries crisp, clean and easy to read. 
Insist on WAVERLY LEDGER when you place your next 
form order. 


WAVERLY LEDGER 


“If its a WESTON Ledger... it’s a BETTER Ledger’ 
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IHE absolute noiseless operation of the IMO Meter is 

a feature much appreciated by waterworks men who 

have long been troubled by consumer complaints over 
the annoying clicking sound made by conventional meters. 
With ordinary meters this noise varies in intensity with 
the length of service. A worn meter, especially when in- 
stalled in certain types of frame dwellings, can produce 
a disturbance which will be amplified and telegraphed 
throughout the entire structure. The increasing use of flexi- 
ble copper tubing in plumbing also accentuates the trans- 
mission of meter noise. 


The IMO Meter, due to its basic construction, will 
never become noisy. It operates quietly, both when new, 
and after millions of gallons have been measured. The 
absence of nutating or oscillating parts results in a smooth- 
ness and quietness of operation that sets a new standard 
for domestic meters. Write for Bulletin W-529. 


PITTSBURGH EQUITABLE METER COMPANY 
ew YoRn-Burraco- ciisuiscmramies NORDSTROM VALVE co. 


KANSAS CITY -TULSA-LOS ANGELES “Main Offices - + PITTSBURGH, PA. Scenes camann. woeeren 












































The Unique Measuring Chamber 
Responsible for the Accuracy, 
Silence and Long Life 


WICKEL-BRonzE 
MEASURING CHAMBER 


MONTL eral 
FINE MESH STRAINER 


The accompanying illustra- 
tions show the fundamental 
elements of the IMO measur- 
ing chamber. Three hard 
rubber screws, called rotors, 
mesh with each other and 
closely fit in the bore of a 
nickel bronze casing. Water 
enters this casing, or measur- 
ing chamber, from the bottom 
and, as it is forced upwards 
by line pressure, causes the 
rotors to turn from its path. 
They rotate in a continuous 
flow with the threadsof rotors 
acting as acontinuous piston 
always moving in a forward 
direction. The center rotor 
drives the register while the 
two side rotors serve as the 
sealing mediums. A circular 
mesh strainer of monel metal 
completely encircles the 
measuring chamber. 
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Eliminate “Time-Outs” 

On Your | 
DITCHING JOBS ,, 





se 


eal 
se iy 


Te 
%., 


= 


with 


“CLEVELANDS” # 


GO Anywhere - Anytime 
and DIG at Least Cost 


“Time-outs” on the ditching end 

of your job are costly. They throw 

your construction organization out of gear, resulting in a lot more ex- 
pense than actually appears on the surface. 

Time-tested, time-proven “Cleveland” full-crawler, wheel-type design 
is backed by sound engineering and solid quality all the way through. 
Results—more dependable performance, longer life — fewer “time- 
outs.” 

“Clevelands” speed up practically every operation incidental to me- 
chanical ditching. Yet they are simple in construction, easy to operate, 
easy to transport. 

Let us show you, without obligation, how “Clevelands” eliminate 
waste motion and cut ditching costs. 


THE CLEVELAND TRENCHER COMPANY 


“Pioneer of the Small Trencher” 


20100 St. Clair Ave. " ; - x Cleveland, Ohio 


Another Big Time Saving “Cleveland” feature— 
Truck speed transportation on special Trailer. ‘“‘Cleve- 
lands” load or unload in 10 to 15 minutes. 


lh RSS [lI 
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* So simple, quick and 
My A convenient in operation 
as literally to out-mode 
all other typewriters... 
Only Royal has it! 





re €x- 


design 
rough. 
“time- 


> me- 
erate, ey BY EVERY COMPARISON, 
: \ the New Easy-Writing Royal is 
ninate . <7 the most modern of typewriters. 
It includes every worth-while 
improvement to make typing 
easier, faster and more accurate. 
The operator finds that it helps 


THE OLD, HARD WAY her to produce more with less 


: : : AND NOW, WITH 
is a burden to the typist. effort. The executive notes a ey : 
It requires awkward, an- MAGIC MARGIN, the 


moying operations whea- sharp reduction in typing and typist merely touches = 
ever she “sets a margin.” maintenance costs. Give Royal tiny lever, positions the 
It is a time- and effort- carriage and— presto — 
consumer — hard on the margin is set the 
finger-tips and eyes. office . . . Compare the Work! quick, automatic way! 


THE DESK TEST. In your own 


*Trade-mark Reg U. 8. Pat. Of. 


pe aed ‘ — Wh 
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His SPEECH at the club lunch- 
eon is going to be about adver- 
tising, and I know just what he’s 
going to say. I’ve read his book. 


“He’s against advertising . . . says it 
adds to the cost of living . . . that it 
misleads and deceives the public. 

“Tommyrot! Dad’s first car cost 
more than two thousand dollars. Ours 
cost less than half that much and it’s 
a better car. 

“Our first package of corn flakes was 
fifteen cents. Now we get two bigger 
packages for fifteen cents and they 
reach us fresher and crisper. 

“Mother wore silk stockings only 
on Sundays because they cost so much. 
I wear them every day! 

“I think the lecturer is all wet. Tell 
him I wouldn’t enjoy his speech. The 
only ad I ever read that sold me a poor 
bill of goods was the one about his 
book.” 

zkkeKkekek 


Venomous books and speeches, in 
which radical agitators attack adver- 


“Sorry, Im not 
going—Il be 
shopping instead!" 


tisers, have been much in fashion these 
last few years. But the novelty is wear- 
ing off and interest wanes as one after 
another of the attackers figures prom- 
inently in the findings of the Dies Com- 
mittee. 

Advertising is not a sinister some- 
thing to suspect. It is just a part of 
selling, a proved method of increasing 
business activity—a condition we've 
all been praying for since 1930. 

It has introduced new luxuries and 
improved necessities in towns and vil- 
lages at the same moment as in the 
great metropolitan centers. 

It has played a leading part in lifting 
home drudgery from the backs of 
women, putting the nation on wheels, 
improving our diet, hygiene and ap- 
pearance. By stimulating mass pro- 
duction it has brought down the cost 
ot the things we buy. It has helped 
keep our factories busy, our people at 
work. 

Let’s cheer advertising on. Help it to 
give business a lift. What helps adver- 
tising helps you. 


This message is published by 


NATION'S BUSINESS 


It is the 43rd of a series contributed to 4 
better understanding of free enterprise. 1 
you believe that advertising is a good thing 
and should be encouraged, why not say so 
plainly when you hear it slandered? 
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I Dictograph Intercommanicating Equipment being used by Customer Contact Clerk in securing creait veri- 
fication from History records. Loud Speaking Equipment allows both hands of History Clerk free for 
handling necessary records while relaying information. 


IMPROVE YOUR 
CUSTOMER CONTACTS 


How rapidly can your Contact Clerks take 
care of service applications . . . bill ques- 
tions . . . complaints? 

How satisfactorily to your customer? ... Do 
your transactions pass the “peak load test"? 


Unless your Company has a perfect score on these questions you will 
want to know more about the Dictograph Customer Contact System. 


Specially designed Dictograph Intercommunicating Equipment for Con- 
tact Clerks provides instant entree to Credit, Meter Records, Service 
and Unit book information. Green and red signals bring back Credit 
approval or rejection,—swiftly ... silently! Loud speaking Dicto- 
graphs for Credit and Service Clerks permit use of both hands for 
record references, enabling personnel to check records speedily and 
accurately during peak periods. 


Existing record facilities can be linked up to centralized Customer Con- 
tact Clerks by means of Dictograph. Applications, Duplicate Bills, 
Comparative Readings, High Bill Complaints, Discounts, etc., can 
be efficiently and speedily handled. 

May we have our Special Utility Representative call to discuss your 

problem with you .... no obligation. 


DICTOGRAPH SALES CORPORATION 
580 Fifth Avenue, New York 
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From the Early Period 
of the Telegraph tothe present 
remarkable development in the field of Electrici 


KERITE 


has been continuously demonstrating the 
fact that it isthe most reliable and 


permanent insulation known 
THE KERITE Wist23t2 COMPANY INC 


NEW YORK CHICAGO SAN FRANCISCO 
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CHEVROLET TRUCKS 
... for 1940 


For the 6th time in the last 8 years, the nation’s truck 
buyers, by their orders, have awarded to Chevrolet first place 
in truck sales. 


Official 1940 registrations tell the story. The latest figures 
(for the first five months) show 84,167 Chevrolet truck registra- 
tions. That is 15,196 more than for the make in second position, 
and 53,163 more than for the third place make. Incidentally, 
it’s a gain of 10,042 units for Chevrolet over the corresponding 
figures for 1939. 


Chevrolet is the leader in sales because truck buyers are 
wise buyers—because they chose the truck that leads in earn- 
ing power, in reliability, in value. 


CHEVROLET MOTOR DIVISION, General Motors Sales Corporation, DETROIT, MICHIGAN 
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SCHUYLKI 


MAD RIVER 


Year in and year out, smoothly and efficiently, these strainers do their job. 
Many plants have been using Elliott Strainers for years, as in the 
Schuylkill Station of The Philadelphia Electric Company, and Ohio Edison Com- 
pany'’s Mad River Station. These strainers have been in service 16 or 17 years. 
The phantom view of the Elliott Twin Strainer, (below) shows how one basket 
is lifted out for cleaning while the other takes over the job. Cleaning is simple 
— continuous operation assured. 
Single strainers are used for intermittent service. The Mad River Station has 
an Elliott 6-in. Single Strainer in the ash 
sluicing water line which is used three or 
four times a day, thus leaving plenty of time 
for occasional cleaning. 
But no matter what Elliott Strainer you 
may select, Twin, Twin Oil, Single, or Self- 
Cleaning, you can be sure that you are go- 
ing to have a trouble-preventing, depend- 
able piece of equipment. 
Bring your straining problems to 


Elliott engineers. Instructive bulletins 
on all types of straining are yours on 
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{ Telephone Association of Maine, New Hampshire Telephone ta and Vermont 
Telephone Association open joint meeting, Poland Spring, Me., 194 





1 American Water Works Asso., Michigan Sec., adjourns, Ann Arbor, _ 1940. 
Y American Bar Association ends annual convention, Philadelphia, Pa., 1940. 





ee oe Gas and Electric Association will hold convention, Rye, N. Y., Sept. 26, 


, 





1 gy hme Works Association will hold convention, Detroit, Mich., Sept. 30- 
c 








ver, Colo., 1940. 


{American Water Works Asso., Rocky Mountain Section, opens meeting, Den- 
q Wisconsin Utilities Asso., Accounting Sec., convenes, Green Lake, Wis., 1940. @® 





q og Dakota Telephone Association will hold meeting, Sioux Falis, S. D., Oct. 3, 4, 





q Pacific Coast Gas Association opens annual convention, Coronado, Cal., 1940. 





{ Southeastern Electric Exchange, Engineering and Operation Section, opens meeting, 
Charleston, S. C., 1940 





To eiety Gas Association will hold annual convention, Atlantic City, N. J., week of 
ct 





q Public os oy ac of aa Virginia will hold annual meeting, White Sulphur 
Springs, W. V., Oct. 4, 5, 1940 





17 Gepeteen Transit Association begins annual convention, White Sulphur Springs, W. V., 





CE penning yy City Managers’ Association convenes, Colorado Springs, Colo., 1940. 
League of Kansas Municipalities starts meeting, Topeka, Kan., 1940. 





ey of Iron and Steel Engineers starts convention, Chicago, Ill., 1940. 
Society of Automotive Engineers starts tractor meeting, Milwaxkee, Wis., 1940. 














{ United States Fadapoutent Telephone Association will hold annual meeting, Chicago, 
Il., Oct, 15-18, 1 





From Elsie Hafner, N. Y. 


“End of Day’s Toil” 


From a painting by Maurice Kish 
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Communications if War Comes 


The defense plans which provide for necessary and 
extensive control of such services will be carried 
out, the author assumes, so as to interfere with in- 
dustrial operation of the country as little as possible. 


By HERBERT COREY 


F war comes—or when war comes 
—the second thing this country 
will do will be to take over com- 

munications. 

The first thing, of course, will be to 
put an army together. That will be by 
compulsory service statute. Chief of 
Staff George Marshall says that the 
present regular Army force of 270,000 
is as large as can be hoped for from 
voluntary enlistments. The standing 
army is to be increased to 750,000 men, 
if the plans go well, and the men 
needed will be drafted. They will be 
called by selective draft, too, for chauf- 
feurs and mechanics and pilots will be 
more needed than foot soldiers. 

A part of that first job if and when 
war comes will be to give some of the 
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more ordinary requisites to the sol- 
diers. At present, for instance, it would 
take a year to clothe that new army. 
More than a year will be required to 
arm them. Food can be had because this 
is a well-fed country, for all the clatter 
that is made about the forgotten men, 
but not less than one year will be needed 
to put shoes on the men. Only Heaven 
knows how or when they can be made 
into soldiers. Once they are uniformed 
and armed and put under roof and sup- 
plied with blankets and mess kits and 
company cooks they are ready for 
training. But for the most part they 
must be trained by young officers who 
are still in the goose-down. A man can 
be trained in nine months, especially if 
he is being trained by an Army sergeant 
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of the older vintages, but it takes more 
time to discipline him until he is a real 
soldier. The nine months’ training time 
is just a fancy dream. 

So much for the first part of the job 
if and when war comes. The second 
part is the control of communications 
facilities. 

There are 800 standard broadcast 
stations, 100,000 licensed radio oper- 
ators, 400,000 employees of the wire 
services, and 55,000 amateur hams. 

There are 132,000,000 other peo- 
ple, each of whom would be directly or 
distantly concerned with the govern- 
ment’s business of making war. Some 
will be spies, because there are always 
spies. It is not a lucrative business and 
there is always the possibility that a 
spy will come to a sticky end ; but some 
people are born spies and nothing can 
be done about it. Some chatterers can- 
not keep their mouths shut. Some of 
the radio and wire employees will be 
traitors who will sell information if a 
buyer comes along. Ten words about 
the cargo of a vessel or an open door 
of a powder warehouse or a change in 
plans might do an incalculable harm. 

Therefore all communications will 
be checked and censored, if and when 
war comes. 


N°? suggestion is being made here 
that we are in any immediate 
danger of war. I have yet to meet any 
responsible officer of the Army or 
Navy, or for that matter of the State 
Department, who thinks in his heart 
that we are in any immediate danger. 
It is a fact, however, that conditions 
in Europe have brought about a state 
of acute uneasiness in this country. 
This has been added to by the constant 
talk of “hemisphere defense” which 
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emanates from high quarters and js 
echoed on Capitol Hill. If that becomes 
a national policy, we have departed 
widely from the tenets of our fore- 
fathers, although perhaps not so very 
far from their practice. If we do go 
in for a defense of the hemisphere, 
which in effect means its domination, 
military men say grimly we are in for 
it. A hemisphere bounded by Greenland 
to the east, Hudson bay at the north, 
Patagonia in the south, and Guam in 
the west could swallow up a lot of de- 
fending. Perhaps we will not have to 
defend it. But if the World War does 
slop over so far in our direction that 
we begin to get up in the morning to 
the tune of bugles, we may be sure of 
one thing: 

Communications will be watched at 
every mousehole. 

Here is one good thing about the 
plan for the watching. It will be so ar- 
ranged, if the planners are right, that 
business will be interfered with as little 
as possible. 

Here is one doubtful thing about it. 
Communications would not come out 
of a war in just the same shape that it 
went in. Already there are movements 
which look as though a government 
censorship in peacetime may—may— 
be clamped down on radio. There is a 
distant possibility, not so large as the 
palm of a man’s hand, that the wire 
services might emerge from the strug- 
gle in the complete possession of the 
government. I believe neither of these 
things will happen, but then I am an 
easy believer. The possibility is merely 
being placed on the record. 


i" preparation for what might hap- 
pen, a Communications Defense 
Commission has been planned. The 
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first draft was drawn by Chairman J. 
L. Fly of the FCC and presented to the 
President. It was well received by him 
and has been submitted to and approved 
by the departments concerned. It can be 
put in operation by an Executive Order 
and, if it is, it will have in its power au- 
thority to manage all communication 
services. I am assured, however, that 
the military authorities who will be on 
the CDC, if and when it is created, 
recognize the fact that the industrial 
operations of the country must not be 
interfered with except when circum- 
stances force that interference. In the 
preceding sentence the military authori- 
ties alone are referred to. Mr. Fly of 
the FCC is regarded in some circles as 
rather impetuous. There will be one or 
more representatives of the reforming 
branch of the New Deal on the CDC 
beyond question. Chairman Olds of the 
FPC has been mentioned. So has 
Adolph Berle, Assistant Secretary of 
State, who is rated as an extremely 
able man. 

“He is wilder than a wood duck in 
his intellectual exercises,” said a man 
who knows him well, “but in practice he 
manages to keep his feet on the 
ground.” 

No doubt dissenting voices could be 
heard if one wished to listen. It is taken 
for granted that, if and when the CDC 
is established, General J. O. Mau- 


borgne, chief signals officer of the 
Army, Rear Admiral Leigh Noyes, di- 
rector of naval communications, 
Commander Joseph F. Farley, chief 
communications officer of the Coast 
Guard, and Thomas Burke, chief of 
international communications of the 
State Department, will be members. If 
that proves to be the case, the commis- 
sion will be tolerably conservative. The 
military men will conduct their censor- 
ship as guided by their military needs, 
of course, but they will only tighten it 
as compelled. They would not inter- 
fere with the operations of factories or 
trains or trucks unless they literally had 
no choice. It is thought that preliminary 
measures of safety will offer all the 
protection needed at least during the 
early months of preparation. 

“There is a 100 per cent chance of 
leakage in the wire services compared 
to a 20 per cent chance on the radio,” 
said Chairman Fly of the FCC. 


oo messages can be con- 
trolled, of course. They are sub- 
ject to censorship at the point of origin 
and to checking all along the line. They 
are also open to the eyes of any spies 
or fools or traitors along the line. The 
innocent and important information 
carried in a message may be of price- 
less value if it can be gotten into enemy 
hands. The prospective members of the 
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come in dealing with the authorized transmitters to the 


Cy cme'in difficulties in guarding its communications will 


45,000,000 receiving sets. 


All of the 100,000 radio 


operators must have licenses from the FCC, along with the 
55,000 hams. The regular commercial broadcasting will not 
be interfered with. There is no need to interfere, for one 
thing, and it ts accepted that interference would lower the 


popular morale.” 
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CDC are confident that the officers of 
the wire services are doing and will do 
everything in their power to cooperate, 
but it is not to be expected that out of 
the army of wire employees every dan- 
gerous man or woman can be isolated. 
Nor would it be fair and decent to take 
jobs away from men and women for 
no other reason than that they were 
born in the wrong place and speak with 
something less than a 100 per cent 
American accent. 

The only thing that can be done, 
therefore, is to insist that all such em- 
ployees be American citizens, either by 
birth or naturalization. The wire com- 
panies are cooperating in this, but the 
inquiry is very distinctly not taking the 
character of a hunt. The wire em- 
ployees will only be asked to state 
whether they are citizens. These state- 
ments may be checked by the FCC later 
on, if the emergency grows really press- 
ing. At present it can only accept state- 
ments as made, but the time may come 
when not only the citizenship of a wire 
employee but the affiliations and race 
ties of his friends and associates will 
be looked into. Emphasis should again 
be placed on the fact that the companies 
are cooperating but there is no reason 
to expect absolute loyalty from all their 
employees. It is this possibility that is 
being guarded against. 

If the utterly impossible were to hap- 
pen and the wire companies and their 
people prove noncooperative, it would 
be possible under an existing statute 
for the government first to inventory 
and then purchase the property of the 
wire companies. 


HERE are no Statutes in existence 
giving the government authority 
to impose its control on the companies, 
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except a section in the Communications 
Act of 1934, which might be stretched 
far enough to give the government any- 
thing it wants. This is not a practical 
consideration, however, for the occa- 
sion would never arise. In any event, 
if and when war comes, a group of bills 
are now lying in the desks of congres- 
sional leaders, covering every possible 
phase of every possible situation. They 
could be made into laws literally at an 
hour’s notice. As a practical proposi- 
tion, then, if forced by conditions, the 
CDC would have all the powers it could 
use. Even if no further legislation were 
enacted, an Executive Order could 
clothe the CDC with all the authority 
it could use and there would be no one 
to challenge it. In wartime no one talks 
back to the government. 

Black-outs then might be ordered 
over given areas, for varying periods. 
Certain hours might be set aside each 
day for the exclusive use of the mili- 
tary. Domestic telephoning might be 
forbidden completely. The use of for- 
eign languages on the telephone could 
be forbidden. It would be possible to 
require would-be users to write out 
their telephone messages, have them 
visaed, and know that, when telephon- 
ing, their words would be checked by a 
listener or a sound-recording device. 
Anything might happen, for war is a 
fantastic folly at its best and weird 
things become normal in wartime. But 
it may be taken for granted that there 
will be absolutely no interference with 
telephone or telegraph services unless 
and until control becomes imperative. 
It may also be taken for granted, as 
Chairman Fly said, that the chances of 
leakage from the wires would be ex- 
cellent. If the country really got down 
to business the control of wire busi- 
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Federal Control of Radio 


‘ ih rvs is unquestionably some uneasiness 

felt by the radio industry about what 
might happen if government should amplify its 
present control. Radio has several complaints 
against the FCC ... Fear has been expressed that 
under cover of aneed for war-time control, regu- 
lations would be set up from which the industry 


could never escape.” 





ness would be tightened as fast as nec- 
essary and in the areas necessary. 
There are thousands of miles of line 
that need not be watched, except as the 
operators watch voluntarily. 


| ey is a different kettle of fish. It 
is right out in the open, like the 
Mississippi river. The chance of sneak- 
ing a little treason over the networks 
or doing a bit of surreptitious broad- 
casting with a hidden transmitter or 
one of the portable transmitters that 
can be carried in a suit case is slender. 
But the chance does exist. Hence, the 
elaborate precautions the FCC is pre- 
paring, which will be added to and 
tightened by the CDC if and when that 
body comes into being. 

The FCC has just been given an ad- 
ditional $1,600,000 for the purpose of 
setting up an inspection service. The 
members of this service are to be drawn 
from the Civil Service registrants as 
far as possible. As a side issue they 
will look into the nativity and back- 
ground of the employees of the wire 
service companies, but their principal 
business will be to check up on radio 
broadcasts. Now and then an illegal 
and unlicensed transmitter will be 
found. Some of the diathermic instru- 


ments in the offices of doctors and 
surgeons can be made to double very 
handily as transmitters. Ingenious elec- 
tricians can make transmitters in a few 
hours, send a few messages, and then 
hightail it for the timber before the in- 
spectors can get around. One man had 
his little transmitter so ingeniously 
camouflaged that only a bit of luck dis- 
covered it. The inspector searching for 
it was provided with one of the little 
detector instruments, with which to 
peer around through the ether, but it 
had not registered a suspicious current. 
He and his companion were prowling 
the back yard of the suspected person 
when one said: 

“Look how funny that electric light 
on the porch is acting—” 

So they got that man. 


HE 55,000 amateurs of radio— 

the “hams” who are the best pals 
of the Army and Coast Guard when- 
ever flood waters begin to back up a 
valley—are detectors of unlicensed op- 
erations almost to a man. They are li- 
censed by the FCC; the rules they obey 
are strict ; and when an outlaw gets into 
the ether they are put out enough to 
pout. More later about the har.s. ‘The 
FCC believes that the several hundred 
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inspectors they will have on the job, 
plus 10 primary long-range direction 
finding stations and 400 mobile direc- 
tion finders on trucks, will catch in 
short order anyone trying to broadcast 
illegally. It must be admitted that an 
outlaw could set up his transmitter, 
send a message to his opposite num- 
ber, and get out again before being 
caught. But his chance of freedom 
would be limited. The direction-finders 
operate with a method of triangulation 
so accurately that they cannot only find 
the house from which the transmitting 
is being done, but actually spot the 
room where the machine is located. 

Radio’s difficulties in guarding its 
communications will come in dealing 
with the authorized transmitters to the 
45,000,000 receiving sets. All of the 
100,000 radio operators must have li- 
censes from the FCC, along with the 
55,000 hams. The regular commercial 
broadcasting will not be interfered 
with. There is no need to interfere, for 
one thing, and it is accepted that inter- 
ference would lower the popular mo- 
rale. Jack Benny and Fibber McGee 
and Gracie for President and the other 
entertainers of the air are needed by 
people who might otherwise be com- 
pelled to listen to dollar-a-year orators. 
Newscasts will not be interfered with, 
either, although if circumstances dic- 
tate they will be censored. It is recog- 
nized now that the man or party who 
has control of the air can swing the 
public almost in any direction desired. 

There are programmists who know 
just how such a swing could be man- 
aged. If the commercial programs were 
shut off, too, an immediate effect on 
business would be felt. The CDC will 
be very careful—or try to be careful— 
to do no harm. 
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o Se: prospect for an enemy to sneak 
a little information on a regular 
broadcast will be practically nil. If any 
foreign language broadcasting is per- 
mitted, the scripts must be translated 
and checked and compared. A change 
of even a word would bring about con- 
dign punishment. All scripts will be 
read by the CDC inspectors and a 
doubtful word or phrase must be satis- 
factorily explained. Every one con- 
nected with the actual business of 
broadcasting will find that his past and 
present and his wife’s relatives will 
be inquired into. There are now 26 
FCC stations at strategic points in the 
United States, keeping constant watch 
on broadcasting operations, and these 
will be further aided by the monitor 
units. These units for the most part 
confine themselves to locating unau- 
thorized transmitters. The inspectors 
of the FCC do the police work of catch- 
ing the operators redhanded and bring- 
ing them before the FCC court. 

In the past year more than 1,000 
violations of the Communications Act 
were reported and the number of vio- 
lations seems to be increasing. In war- 
time these violations would be consid- 
ered a very serious offense. Most of 
them at present are being committed 
by enthusiastic amateurs, and some of 
them by boys who have stuck together 
a transmitter on plans of their own. 
The FCC, however, has recently 
warned operators on board ship against 
unnecessary chatter and most especially 
against anonymity. Not long ago a 
message came in, ostensibly from the 
U. S. Destroyer Barry, to the effect 
that it had been hit by a German tor- 
pedo and was sinking: 

“We can last only three hours,” said 
the anonymous liar. 
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NE of these days the FCC hopes 
O to get the man who played that 
particularly dirty trick. The order for- 
bidding unnecessary chatter has been 
extended to cover radiotelegraph and 
radiotelephone operators as well. One 
of the possible orders of the future may 
have to do with party-line and fence- 
post exchanges. There are in the coun- 
try perhaps 30,000 little neighborhood 
circuits. They are cooperative affairs, 
put up at small cost by the cooperating 
farmers, and the “central” is often a 
farmer’s wife who has the switchboard 
in her kitchen alongside the stove. 
Service is as good as can be expected, 
except that now and then the operator 
is out in the barn gathering eggs. The 
REA is considering the advisability of 
putting in some government money as 
an emergency measure to improve these 
fence-post lines. The wires, by the way, 
are often literally strung on fence posts 
and trees, and a great many of the ex- 
changes have no more than a dozen or 
so subscribers. 

In ordinary times they attract little 
or no attention, except that when some 
modification of the National Labor Re- 
lations Act was under congressional 
consideration recently the fence-post 
exchanges mustered enough political 
influence to exempt their operations 
from the bill. But if there should be 
war, it is possible that some of the can- 
tonments will be located in sparsely set- 


& 


tled sections where there are no other 
telephonic facilities at this time. The 
Army plans, in a general way, a series 
of 8-mile square telephonic boxes 
which could be dropped at need over an 
area. Somewhere within the 8-mile 
square block the deserter or the thief 
or the cheating peddler could be picked 
up. Fence-wire operators would be li- 
censed, as would all other operators in 
time of war. But that will not come for 
a long time, and may not come at all. 
The if-and-when war comes is a strong 
protective clause. 


A* of these plans are intended to be 
precautionary rather than dis- 
ciplinary. The broadcasters and ama- 
teurs have been very codperative in 
policing their own traffic. The broad- 
casters work through the National As- 
sociation of Broadcasters and the hams 
through the American Radio Relay 
League. This has about 150-key sta- 
tions through the country to keep a 
watch on amateur messages, and hardiy 
a mail is received by the FCC which 
does not carry a letter from some ama- 
teur offering his services—unpaid—as 
a volunteer watcher. Amateurs are not 
permitted to use code in international 
traffic and are not allowed to communi- 
cate with ships at sea and, in a general 
way, are forbidden to do anything 
which might jar the very sensitive in- 
ternational situation. Not long ago a 


in the United States, keeping constant watch on broadcast- 


q “THERE are now 26 FCC [radio ] stations at strategic points 


ing operations, and these will be further aided by the mont- 
tor units. These units for the most part confine themselves 
to locating unauthorized transmitters. The inspectors of the 
FCC do the police work of catching the operators redhanded 
and bringing them before the FCC court.” 
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New York station began decoding the 
short-wave orders issued to their mili- 
tary and naval forces by both the Brit- 
ish and the German administrations. 
It is to be assumed that both sides were 
quite familiar with what the other fel- 
low had to say, but that station was 
shut up overnight and barely escaped 
being shut off entirely. 

There is unquestionably some un- 
easiness felt by the radio industry 
about what might happen if govern- 
ment should amplify its present con- 
trol. 

Radio has several complaints against 
the FCC, none of which need be 
touched on at this time. Fear has 
been expressed that under cover of a 
need for war-time control, regulations 
would be set up from which the indus- 
try could never escape. 


F® the moment, however, it may be 
said that the prospective members 
of the prospective CDC are delighted 
with the spirit of cooperation shown 
in every field of communications. The 
Army and Navy men who will pre- 
sumably be on the new commission 


are assuredly on the side of conserva- 
tism and the protection of business 
against needless interference. As the 
civilian members are not yet to be 
identified at the time of writing, it may 
only be guessed that they will be chosen 
because their attitude would be the 
same. The commission is to have a 
close relation with the Knudsen-Stet- 
tinius Defense Advisory Commission 
in charge of industrial mobilization 
and this should be a straw showing the 
way the wind blows. It must have a 
close understanding with Jesse Jones 
of the RFC, too, and he is distinctly 
conservative. 

He will be asked for money with 
which to fill any gaps which in prac- 
tice may be found to exist either in the 
wire or the radio nets. It is the plan 
not merely to cover the ground, includ- 
ing our island possessions, but to set 
up a duplicate set of facilities so that 
if one goes out the other can carry on. 
All of this, of course, is based on if- 
and-when-war-comes; but if war does 
come it looks as though communica- 
tions will function as freely as in peace 
time to all practical purposes. 





Water—the Orphan Stepchild 


6c I Nn the entire natural resource family, water ts the orphan stepchild. 

It has been dammed and diverted, drained and polluted, stolen 

and wasted, with utter disregard for its natural values or its biological 
functions and its public aquatic and recreational vaiues. 

“With the single exception of air, water is the most truly public of 

all natural resources, yet no other has been so wantonly neglected and 

abused in its exploitation for private profit or political expediency.” 
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—KENNETH A. RED, 


Izaac Walton League of America. 
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Arkansas’ “Good Neighbor 
Policy” for Rural Electrification 


Will the rural electrification movement prove a long-range success through 

the medium of local codperative enterprise? It will take some time before 

this question can be answered conclusively, according to this author, but a 

good start has been made in Arkansas where the co-ops and private power 

interests have been working together on the problem of putting and keeping 
power down on the farm. 


By H. W. BLALOCK 
MEMBER, ARKANSAS DEPARTMENT OF PUBLIC UTILITIES 


[ it possible for farmer-owned, 


government-financed rural elec- 

tric codperatives and private elec- 
tric companies to operate side by side 
without friction, invasion of one an- 
other’s territory, parallel construction, 
and, in general, cut-throat competi- 
tion? Is it a situation similar to that 
which existed in the early period of 
development of the electric industry 
where several electric companies at- 
tempted to serve the same market? 
Will the ultimate result be the absorp- 
tion of one by the other ? 

The results obtained in Arkansas 
during the past three years give one 
answer to the first two questions. In 
January, 1937, when a new state utili- 
ties commission was appointed, the 
outlook for harmonious development 
of farmer-owned electric codperatives 
in the rural areas contiguous to pri- 
vate electric company territory was not 
very encouraging. Farm groups with 


the aid of farm organizations and agri- 
cultural extension workers had at- 
tempted to develop electric codpera- 
tives for two years prior to 1937. 
These farm groups had organized and 
applied to the Rural Electrification Ad- 
ministration for loans but no loans had 
been approved. 


a reasons can be given for 
this stalemate in cooperative rural 
electric development : 

(1) Most private electric companies 
opposed the development of codpera- 
tives. Private companies seemed to 
feel that they were fully able to make 
all rural extensions needed; that the 
cooperatives, being a form of public 
ownership, were not warranted; that 
uneconomic rural development would 
occur, due to inexperienced cooperative 
management ; and that the codperatives 
might invade their markets and dis- 
rupt their service. At this stage of de- 
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velopment, private companies were ac- 
cused of building “cream lines” into 
the areas where cooperatives were or- 
ganizing. 

(2) Codperatives had been unable 
to obtain satisfactory contracts to ob- 
tain power at reasonable rates from the 
private companies. The REA would 
not lend money to the codperatives un- 
less power sources could be obtained 
and power purchased at reasonable 
rates. 

(3) Theelectric codperatives needed 
a special statutory enactment to pro- 
vide for their needs. The codperative 
laws then in existence were not suited 
to this new type of codperative effort. 

The newly appointed utility commis- 
sioners felt that there was ample op- 
portunity for rural development by 
both the codperatives and the private 
companies. The private companies had 
at that date extended service to less 
than 2 per cent of the farms in the 
state, although they had shown an in- 
terest in developing rural areas. The 
private companies had not included in 
their budgets more than $300,000 an- 
nually for their rural program and at 
that rate of investment it would take 
many years to get adequate rural serv- 
ice. Since the cost of capital to co- 
Operatives was less than 3 per cent it 
was reasonable that they could build in 
more sparsely settled sections than 
could private utilities at higher money 
costs. So the argument of private com- 
panies that they could build all rural 
extensions needed could not be sus- 
tained. 


HE greatest fear that private com- 
panies had, however, was the in- 
vasion of their markets and disturb- 
ance to their rate structures, particu- 
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larly if codperatives were subsidized by 
the government—in other words, a rate 
war to hold markets. Although the co. 
Operatives could not serve anyone re. 
ceiving central station service, the 
private companies feared that their 
customers would disconnect and go 
over to the REA. 

These fears of private companies 
have been dispelled and harmony pre- 
vails in Arkansas. This has been 
brought about during the past three 
years, in which time 13 codperatives 
have been organized in all parts of the 
state, borrowing nearly $5,000,000 
from REA to construct and operate 
5,500 miles of lines to serve over 15,- 
000 farms. In the same 3-year period 
the private companies have invested 
approximately $800,000 to construct 
over 1,000 miles to serve over 3,000 
customers. This is how it all came 
about : 

The state legislature promptly and 
unanimously passed a Rural Electric 
Codperative Act. This act exempted 
the codperatives from state regulation 
with the exception of securing a cer- 
tificate of convenience and necessity. 
This has proved a very wise provision 
of the act. It has protected both the 
cooperatives and the private com- 
panies from invasion of markets, 
duplicate construction, and “cream- 
line” construction, as will be shown 
later. 


Ee state regulatory body then or- 
dered the private electric compa- 
nies to file rates for wholesale service 
to codperatives. Since the companies 
were not yet convinced that codpera- 
tives as neighbors were good for their 
“system,” they were reluctant to file 
satisfactory rates. But in due time 
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wholesale rates satisfactory to the 
REA, the codperatives, the private 
companies, and the utilities commission 
were obtained. In fact, the wholesale 
rate obtained from the Arkansas 
Power & Light Company, the largest 
private electric company in Arkansas, 
was then and still is the lowest whole- 
sale rate offered by private electric 
companies to codperatives in the 
United States, averaging less than one 
cent per kilowatt hour. 

The next step was to provide for 
orderly development of rural electrifi- 
cation in the state. This was accom- 
plished by the state utilities commis- 
sion through the adoption of compre- 
hensive standard rules, after confer- 
ences with private companies and co- 
Operatives. Since the codperatives 
were required by statute to secure a 
certificate of convenience and necessity 
from the state regulatory body, these 
rules and regulations were made to 
apply to them as well as to private 
companies. 

Whereas previously permits were 
granted for rural lines, the new rules 
provided that permits would be 
granted for rural areas. This area 
basis was adopted for both codpera- 
tives and private companies. In adopt- 
ing the new basis the commission 
stated : 


1. The area should be completely served as 


far as economically feasible with the origi- 
nal construction. 

2. An area can be developed when it shows 
promise of producing 18 per cent of cost per 
annum at the time of construction, and 25 
per cent per annum after three years. 


A rural area was defined as follows: 


. .. any area outside of any incorporated 
city or town in Arkansas and includes both 
the farm and nonfarm population. Incorpo- 
rated cities and towns not now served by 
central station electric service may be in- 
cluded in the electric development of a rural 
area. Line extensions into territory outside 
and contiguous to incorporated cities and 
towns may be considered as extensions to 
the distribution system of the incorporated 
city or town when served at the urban 
rates in that city or town, provided they are 
first approved, by the departnient. 


The rule further provided that 


The applicant for a certificate of con- 
venience and necessity to serve a rural area 
shall select an area which in his judgment 
can and should be developed as a unit. Parts 
of the area which are not now ready for de- 
velopment but which later can be served best 
by extensions from the original construction 
shall be included. The applicant shall con- 
sider in selecting such an area these charac- 
teristics which set it apart for development 
as a unit, such as present existing electric 
facilities, physical characteristics of rivers, 
mountain ranges, swamps, etc., the location 
of highways, roads, cities, towns, villages, 
and farms, and the potential market for 
electric service. 


Another important feature of the 
rules provides that 


The development of a project (or area) 
shall be considered as a whole and its eco- 
nomic feasibility shall be determined by the 
total estimated cost and return of the entire 
project. The project shall extend to all or 
as much of the area included in the appli- 
cation as is economically feasible as herein 
described. Development in an area subse- 


“THE private company or cooperative applying for a rural 
area along with other information must furnish a legal de- 
scription of the boundary of the area. The orders of the 
commission granting these rural areas contain these legal 
descriptions of these areas. The applicant, whether codp- 
erative or private company, when granted a certificate, as- 
sumes full responsibility for developing the area and the ex- 
clusive right to serve the area.” 
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quent to the initial construction shall be con- 
sidered as a part of the initial project in 
determining its economic feasibility. 
HE rules also provided that the 
existing rural facilities of private 
companies might be grouped in rural 
areas by proper application. 

The private company or cooperative 
applying for a rural area along with 
other information must furnish a legal 
description of the boundary of the 
area. The orders of the commission 
granting these rural areas contain 
these legal descriptions of these areas. 
The applicant, whether cooperative or 
private company, when granted a cer- 
tificate, assumes full responsibility for 
developing the area and the exclusive 
right to serve the area. 

Probably the most difficult problem 
that has arisen under this type of de- 
velopment is in a situation where a 
cooperative applied for an area which 
surrounds territory served by existing 
private facilities. In practically every 
instance, these conflicts have been 
worked out by officials of the codpera- 
tive and the private company in con- 
ference at the commission offices prior 
to the hearing on the application. In 
these situations the area served by the 
existing facilities of the private com- 
pany is blocked out, legally described, 
and granted to the private company. 
This area is excluded from the area 
granted to the cooperative. Through 
this method the area to be served by 
all parties is worked out and legally 
bounded before any new construction 
is made. Both cooperatives and private 
companies have been pleased with the 
allocation of area because they have 
been able to work it out themselves. 
Sometimes field trips by representa- 
tives of all the parties have resulted in 
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full agreements which otherwise could 
not have been reached. 


i problem arises in serving 
customers along area boundaries, 
Many times it is more feasible for one 
company to cross over into the area of 
another and serve customers not ac- 
cessible to existing lines. This can be 
accomplished by an exchange of letters 
between the companies agreeing to the 
extension and a copy filed with the 
commission. Many such agreements 
have been reached. 

Crossover of an area of another is 
sometimes necessary but in all cases 
this has been settled by agreement. 

This method of rural electric devel- 
opment has resulted in dispelling the 
fears that both private companies and 
cooperatives had of each other three 
years ago; it has brought about a 
realization by both that there is ample 
room for orderly private and codpera- 
tive rural electric development; it has 
prevented duplicate construction, snip- 
ing of customers, “‘cream-line” con- 
struction, rate wars, and strife. On the 
positive side it has extended service to 
thousands of farm homes which other- 
wise would be without electric service, 
has provided the means by which a 
fair test of codperative rural develop- 
ment could be made, and has made it 
possible for every dollar available for 
rural development to be spent where it 
could do the most good. 

The answer to the first question at 
the beginning of this article can be 
answered affirmatively if proper pro- 
cedure is set up. Three years’ experi- 
ence in Arkansas demonstrates this 
fairly conclusively. The answer to the 
second question is that competition be- 
tween codperatives and private com- 
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Success or Failure of Cooperatives 


— is suggested by some that the electric codperatives will follow the 

road to failure as did the rural telephone codperatives which sprang 

up all over the country prior to the World War, while others feel that 

this is the first time the government has come to the aid of the farmer 

by giving him financial and operating assistance for co-op activity which 
will be the touchstone for success.” 





panies need not be similar to early com- 
petition in the electric utility field if 
procedure is used something similar to 
the Arkansas plan. Under different 
procedure it may result in a “dog-eat- 
dog” struggle. 


Wu the ultimate result be the ab- 
sorption of one by the other? 
The answer to this question is not so 
clear. Recently I talked with a utility 
executive from another state where 
duplicate construction is permitted. He 
stated that his company was not ex- 
tending rural service because he felt 
that in a few years his company would 
be able to buy in the bankrupt codpera- 
tive lines at 10 cents on the dollar. 
There is a great deal of fear on the 
part of many familiar with the devel- 
opment that the codperatives are 
doomed to failure. However, there is 
honest difference of opinion. Some 
take the position that farmer codpera- 
tives in the United States have never 
been successful except in a few in- 
stances; that failure is the rule and 


335 


success the exception. Others point to 
the success of similar coOperatives in 
foreign countries as the basis for the 
success of our electric codperatives. It 
is suggested by some that the electric 
codperatives will follow the road to 
failure as did the rural telephone co- 
Operatives which sprang up all over the 
country prior to the World War, while 
others feel that this is the first time the 
government has come to the aid of the 
farmer by giving him financial and 
operating assistance for co-op activity 
which will be the touchstone for suc- 
cess. 

It can be stated that at present there 
has not been sufficient operating ex- 
perience of the codperative plan to 
draw conclusions of the ultimate suc- 
cess or outcome. However, it can be 
said that past codperative failures are 
no criterion for evaluating present co- 
Operative efforts unless those failures 
demonstrate that the American farm- 
ers are not cooperative, which, of 
course, has not been proved. Neither 
can it be said that government aid and 
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guidance per se will be the touchstone 
of success. 


N the first place, what is meant by 
success? If to succeed means actu- 

ally performing the job of getting a 
program of rural electrification quickly 
carried out at reasonable cost, built ac- 
cording to recognized standards, giv- 
ing electric service to thousands of 
farmers, then, as far as Arkansas is 
concerned, the program has already 
succeeded wonderfully well. Records 
show that the contract price per mile 
of codperative line ranged from $776 
to $468 for the construction of 5,340 
miles of line constructed since May, 
1937. The average contract price was 
$606. These per-mile costs have de- 
clined from an average cost of $693 
on A projects, $569 on B projects, to 
$489 on C projects. All these costs in- 
clude substations where necessary, 
transformers, house service connec- 
tions, and meters. All construction has 
been according to approved standards. 
The average cost per mile for rural 
construction of private companies has 
been $666 during the same period. The 
co-ops have built their lines for $60 
less per mile on the average than pri- 
vate companies. 

If to succeed means that the co- 
Operatives will be able to pay back all 
of their government loans, give good 
service, provide for plant expansion 
and depreciation of plant, that is alto- 
gether a different question. There are 
several favorable factors for the co- 
ops: 

(1) Their existing lines are well 
built and at reasonable costs. (2) Their 
interest rate on government loans 
averages less than 3 per cent. (3) 
There is flexibility in the term of their 
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contracts for loan repayment. Their 
loans are on a 20-year base and can be 
extended, if necessary, to twenty-five 
years under the present law. (4) Ex. 
perience in Arkansas shows that once 
farmers take electric service they con- 
tinue the service. Even at the bottom 
of the depression very few farmers 
gave up their electric service. (5) 
Farmers build up their electric loads, 
Farmers in Arkansas during the first 
ten months of 1939 used 684 kilowatt 
hours averaging $39 per customer, 
whereas residential customers used 
610 kilowatt hours averaging $32 per 
customer. (6) There is good potenti- 
ality for load building in farm areas. 
The farm is more than a residence; it 
is a productive workshop. (7) Gov- 
ernment assistance has been and should 
continue to be helpful to the codpera- 
tives. 


HERE are also unfavorable fac- 

tors to be considered: (1) Co- 
Operatives are developing in the “lean- 
est” part of the electric market which 
has not been very desirable from the 
private viewpoint. Future expansion 
of codperative lines will be in many 
cases into even “leaner” territory. Ac- 
tually, this might be the danger point 
for codperatives. If Federal invest- 
ment-income ratio is lowered to per- 
mit expanding into these sparsely set- 
tled areas, it may result in placing too 
great a burden on present cooperative 
lines. The “Good Neighbor” or “Self- 
help Project,” if successful, might re- 
move this danger. (2) Codperatives 
are very low in customer density. It 
may be reasonable to expect this at the 
beginning but the present position 
must be improved if co-ops are to suc- 
ceed. The co-ops in Arkansas to Octo- 
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ber 31, 1939, had energized 2,255 
miles of line averaging 1.9 customers 

r mile at an average customer cost 
of $365. Many of these lines had been 
energized only a few months. (3) Co- 
dperatives have been infected with the 
disease of “expanditis.” This may be 
due to growing pains. Future policy 
should consolidate their gains by de- 
veloping the area now served by build- 
ing up customer density. Short exten- 
sions to present systems may prove 
very profitable. 

Plant expansion will be provided, no 
doubt, by loans from the Federal gov- 
ernment in the same way as at present. 
As long as Federal appropriations are 


made for this work there should be no 
shortage of funds for expansion. It is 
my understanding that depreciation 
will be provided by amortizing the 
loan. If the life of the property equals 
or exceeds the loan period, all may 
work well if the codperative can bor- 
row to renew its property. Sound 
policy should provide for a reasonable 
retirement reserve if earnings permit. 

Whether codperatives fail or suc- 
ceed, this much can be said: That the 
Arkansas plan gives the codperative 
its own area in which to operate and 
develop. Both private companies and 
cooperatives are well pleased with their 
present status in this state. 





Government Control of Insurance 


wait Byoeweat should know that the only way government 
can sell any form of insurance more cheaply than old 
line legal reserve companies and with the same amount of safety 
is by arbitrarily lowering the price and then charging the dtf- 
ference up to those same taxpayers. No eliminating of agents or 
cutting in production costs can make up for the fact that the 
government is entirely unable to invest its money as advanta- 
geously as private companies, This is proved by the fact that 
during the last one hundred years life insurance companies have 
realized from 35 to 40 per cent better on their investments than 
the United States government. 

“There are two factors which should be sufficient to dis- 
courage the sort of bureaucratic idea involved in the proposed 
government control of life insurance. First, the Supreme Court, 
in a series of notable decisions, has ruled that life insurance is 
not interstate commerce and is therefore subject to regulation 
only by states ; and, second, the honest and efficient supervision 
by state commissioners has met with complete public approval.” 

—Cnar.es J. ZIMMERMAN, 
President, National Association of Life Underwriters. 
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The Hetch Hetchy Tie-up 


As a victim of imposed Federal power policy, San Francisco, 

says the author, occupies a unique position. He declares that 

it represents the only instance in which the Federal government 

has written into law its clear desire to force public ownership 
on any city or region. 


By THOMAS L. NORTH 


N one form or another, the Hetch 
Hetchy situation has been an ever- 
recurring problem to San Fran- 

cisco since 1901, when the city first 
decided to go to Yosemite National 
Park for its water supply. In the Raker 
Act, passed in 1913, Congress gave 
San Francisco the right to use these 
Federal lands for its water - power 
project, but the public ownership, anti- 
monopoly group then dominating the 
congressional scene decided to include 
a clause which would force the city to 
dispose of the incidental power solely 
through public agencies. Despite fre- 
quent attempts to comply, the city gov- 
ernment is still trying to find a way to 
conform to the famous § 6 of this act. 
The matter has now come to a serious 
head through the intervention of Sec- 
retary of Interior Ickes, whose conten- 
tions have been fully supported by a re- 
cent Supreme Court decision. 

Seven times has the issue of public 

ownership of power facilities been pre- 


sented to San Francisco’s voters in 
varying forms; seven times have the 
voters defeated the proposals. (See 
Table I.) Five of these plans called 
for complete acquisition of the pri- 
vately owned distribution facilities in 
the city. Should lease negotiations now 
under way between the city and Pa- 
cific Gas & Electric Company fail to 
receive Secretary Ickes’ approval, an- 
other election under pressure from the 
Interior Department will very probably 
be held in the near future on the issue 
of acquisition. 

In the meantime, Federal District 
Judge Roche, after giving the city nu- 
merous extensions of time at the re- 
quest of the Interior Department, act- 
ing through the Department of Justice, 
has stayed the injunction against the 
sale of power to Pacific Gas & Electric 
until October 1, 1940, on the presump- 
tion that by that time some solution 
will be worked out enabling the city to 
comply with the Raker Act. Inability 
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to solve this problem in some form 
would mean, under § 6 of the Raker 
Act, that San Francisco would be en- 
joined from selling Hetch Hetchy 
power, from which it grosses about 
$2,400,000 annually. (See Table III.) 
Furthermore, the city would face the 
possible permanent recapture of this 
power by the Federal government. 


tte San Francisco board of su- 
pervisors has approved a recent 
ultimatum of Secretary Ickes, in or- 
der to get the injunction stayed to 
June 30, 1941. However, Ickes is very 
determined, and there are cries of 
“dictator” and “Little Caesar” in high 
places. It now seems that Hetch 
Hetchy has almost lost its significance 
as a power issue, but has become a 
political issue of democracy v. dic- 
tatorship. 

At any rate, the city agrees to do 
its best to strike a leasing arrangement 
with PG&E by October 1, 1940, 
whereby the city would fully take over 
the operations with its own employees 
and policies. If an arrangement satis- 
factory to Ickes cannot be reached, the 
city has agreed to hold another 
revenue bond election at a time satis- 
factory to Ickes, but not later than 
December 17, 1940, for the acquisi- 
tion or construction of a municipal 
system. 

The city, through its various offi- 
cers, boards, and commissions will do 
its utmost to support a favorable out- 
come, it is agreed. Ickes tried to get 
civic groups to agree to back the mu- 
nicipal ownership issue, but these 
groups have refused to take any stand 
pending a full consideration of the 
proposal to be issued. - 

Furthermore, the city through its 
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boards, commissions, or any member 
thereof, has agreed not to initiate or 
petition Congress for amendment of 
the Raker Act prior to the election, 
and will oppose any such attempt. 
Ickes originally wanted the city to 
agree to this without time limit. More- 
over, the city has agreed not to enter 
into any lease, contract, or any other 
arrangement for handling this power 
without consent of the Secretary. 

There is some doubt as these lines 
are written just how the latter will be 
phrased, as the city might desire to 
make a lease and test its validity 
through the courts. Perhaps a time 
limit will be put on this. Originally, 
Ickes wanted the city to agree to issue 
revenue bonds whether or not ap- 
proved by the voters and go to court 
to test their validity. The city has 
agreed to take all steps necessary to 
finally clear up the matter of Raker 
Act compliance by July 1, 1941. 


tee has been attacked in the San 
Francisco press for attempting to 
deny the city the right to petition (for 
Raker Act revision) ; for forcing his 
interpretations on the public regard- 
less of their wishes and for trying to 
“muzzle” not only the city, but the 
newspapers and civic organizations. 
The feeling is rather bitter; it is 
pointed out that San Francisco is dis- 
criminated against, inasmuch as the 
East Bay Municipal Utilities District, 
serving cities across the bay from San 
Francisco with water from the Moke- 
lumne river, obtained a grant fifteen 
years after the Raker Act, and has an 
entirely free hand in power develop- 
ment, continuously selling power to 
PG&E at the dam. 

Pacific Gas & Electric has recently 
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been ordered to cut its electric and gas 
rates $5,000,000 a year, effective Oc- 
tober Ist. This is a California Rail- 
road Commission order. This means 
San Francisco’s electric rates will 
come down $500,000 a year. The 
city, now working on “Plan 9” for 
possible submission to the voters (call- 
ing for bonds of from $58,000,000 to 
$63,000,000) must now revise its 
plans in light of this cut. 


it all goes back to 1901, when the 
city filed an application with the De- 
partment of the Interior for permis- 
sion to build a water supply system in 
Yosemite National Park. The decision 
to use the Tuolumne river system, 
known as the Hetch Hetchy system, 
was arrived at after city engineers had 
made exhaustive studies of 14 possi- 
ble water supply sources. Hetch Hetchy 
was picked because of (1) purity of 
the water, (2) presence of the largest 


amount of water, (3) availability of 
the largest and best reservoir sites, (4) 
freedom from conflicting legal claims, 
(5) power possibilities. Power devel- 
opment was regarded as an outstand- 
ing contribution to the financial sound- 
ness of this $100,000,000 project. 
Hetch Hetchy water, incidentally, is 
relatively expensive, as it flows through 
an aqueduct 111 miles long to San 
Francisco from the Sierra Nevada. 

Doubt concerning the Secretary of 
the Interior’s authority to make a grant 
to the city, plus changing attitudes of 
the successive Secretaries, made it nec- 
essary to get a special congressional 
grant definitely stating the city’s rights. 
Present in Congress in 1913 were 
strong public ownership protagonists, 
with the result that the Raker Act, as 
finally signed by President Wilson on 
December 19, 1913, contained the fol- 
lowing clause (§ 6): 


That the grantee is prohibited from ever 
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Table I 
POWER UTILITY BOND ISSUES SUBMITTED TO VOTERS IN SAN FRANCISCO 


Amount Yes No Outcome* 
$2,000,000 57,607 55,940 D 


Date Purpose 


11- 8-27 Transmission Lines—extension from Newark.. 

11- 6-28 Revenue Bonds—Charter Amendment, acquisi- 
tion, construction, or extension of any utilities No Limit 26,076 103,495 

8-26-30 Acquisition Pac. G. & E. system 44,600,000 25,383 63,638 

8-26-30 Acquisition Grt. Western Power system 18,945,000 25,256 63,387 

8-26-30 Transmission Lines — Extension from Newark, 
etc. 3,525,000 25,788 61,972 

8-26-30 Construction Red Mountain Bar Plant 1,045,000 26,001 61,422 

11- 7-33 Red Mtn. Bar Plant, transmission line from 
Newark, building electric distribution system 
in San Francisco 

5- 2-35 Revenue Bonds—Charter amendment, acquisi- 
tion, construction, or extension of any of the 
utilities 

- 9-37. Revenue Bonds—Charter amendment, electric 

generation, and distribution 

5-19-39 Revenue Bonds—Charter amendment, generation, 
and distribution of hydroelectric power 


ee ee eee ee ae. ae eae 


6,308,000 71,746 73,010 


No Limit 50,804 72,780 
50,000,000 65,762 78,101 
55,000,000 50,283 123,118 


*D—Defeated. General obligation bond issues require a two-thirds majority; revenue bonds 
accompanied by charter amendment need only a simple majority. 
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selling or letting to any corporation or in- 
dividual, except a municipality or a municipal 
water district or irrigation district, the right 
to sell or sublet the water or the electric 
energy sold or given to it or him by the said 
grantee: Provided, that the rights hereby 
granted shall not be sold, assigned, or trans- 
ferred to any private person, corporation, or 
association, and in case of any attempt to so 
sell, assign, transfer, or convey this grant 
shall revert to the government of the United 
States. 


B’ 1925, the Moccasin power plant, 
housing the Hetch Hetchy gen- 
erators, was ready to operate. The only 
outlet for the power was the Pacific 
Gas & Electric Co. Accordingly, a con- 
signment, or “agency” contract, was 
agreed upon for disposing of this 
power. 

It was the city’s intention eventually 
to have its own distributing system; 
hence a cancellation clause provides 
for the termination of the contract on 
one day’s notice. 

Under this contract, effective Au- 
gust 14, 1925, the Pacific Gas & Elec- 
tric Co. agreed to be “temporary dis- 
tributor” of Hetch Hetchy power in be- 
half of the city, accepting the full out- 
put at a 75 per cent load factor. The 
contract is based on an assumed 24 per 
cent energy loss between the delivery 
of power at Newark and ultimate re- 
tail metering. The average energy rate 
received by the company in San Fran- 
cisco at that time was 2.383 cents per 
kilowatt hour. The city receives, there- 
fore, a split of 26.935 per cent of 2.383 
cents per kilowatt hour for 76 per 
cent of the energy consigned to the 
company at Newark, and the company 
the remaining 73.065 per cent for act- 
ing as transmission and distributing 
agent from that point. The 2.383 cents 
per kilowatt-hour figure has been ad- 
justed frequently since, but such re- 
visions have been insignificant. 
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RIOR to Secretary Ickes’ time, this 

contract had never been approved 
nor disapproved by a Secretary of the 
Interior. It had been permitted to exist 
by sufferance. The city had asked the 
California Railroad Commission in 
1924 to begin condemnation valuation 
studies of San Francisco electric dis- 
tribution properties. This valuation 
was not completed until 1929. As can 
be seen from Table I, acquisition pro- 
grams submitted to the voters in 1928 
and 1930 were snowed under. A small 
bond issue calling for increased power 
plant facilities, a transmission line 
from Newark to San Francisco, and 
construction of an electric power dis- 
tribution system in San Francisco was 
beaten by a small adverse majority vote 
in 1933 (a two-thirds majority was 
required ). 

Then came Secretary Ickes. In 
March, 1935, the Secretary notified 
San Francisco officials of his intention 
to conduct a hearing on the question of 
Raker Act violation. This hearing was 
held in May. In the same month, the 
San Francisco electorate turned down 
an unlimited revenue bond issue de- 
signed to put the city in the electric 
distribution business. 

The Secretary’s opinion was issued 
on August 24, 1935, and held that the 
contract with Pacific Gas & Electric 
Co. was a clear violation of § 6. Mr. 
Ickes pointed out that the city could 
conform to the Raker Act by obtaining 
its own distribution system. 


—- repudiation of this issue 
at the polls caused city officials to 
devise as many alternative plans as pos- 
sible for meeting this problem. One 
plan, which seemed more feasible than 
the others, called for city acquisition of 
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Table II 


HETCH HETCHY POWER PRODUCTION 
FiscaL YEAR 1938-1939 


Generated 


Disposition 


Consigned to Pacific G. & E. Co. . 


Used at Power Houses 


Used at Mountain and Foothill Divisions 


Lost and Unaccounted for 


Kw. Hr. 


504,483,000 
27,122,600 


531,605,600 
495,388,800 
770,600 
1,150,183 
34,296,017 
531,605,600 





enough distributing properties to ab- 
sorb at peak demand Hetch Hetchy’s 
capacity, with the city selling the bal- 
ance of the power (about 55 per cent 
of the kilowatt-hour output) to Pa- 
cific Gas & Electric Co. under the ex- 
isting contract. Secretary Ickes, in 
April, 1936, rejected this proposal. 

This led to Plans 7 and 8, calling for 
purchase of Pacific Gas & Electric’s 
San Francisco properties through rev- 
enue bond issues of $50,000,000 and 
$55,000,000, respectively. Plan 7 was 
defeated by a narrow margin in March, 
1937. Plan 8 was turned down 2} to 1 
in May, 1939. (Table I.) 

Following rejection of Plan 7, Sec- 
retary Ickes requested the Attorney 
General to take legal steps to enforce 
the Raker Act. The district court on 
June 28, 1938, sustained Secretary 
Ickes’ position. This decision was re- 
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versed by the circuit court of appeals; 
but on April 22, 1940, the United 
States Supreme Court reversed the 
circuit court, and backed up the Secre- 
tary’s contentions in every particular. 
Justice McReynolds dissented. The de- 
cision was based largely on a review 
of the intent of Congress at the time 
the act was passed, which clearly ap- 
peared to favor imposing public owner- 
ship on San Francisco. 


pee of the large water storage 
in the Hetch Hetchy reservoir, the 
80,000 kilowatts of generating capacity 
in the Moccasin plant can operate con- 
tinuously on a 75 per cent load factor. 
This plant is capable of supplying be- 
tween 45 per cent and 50 per cent of 
San Francisco’s actual energy demand. 
The city has a load factor of about 43 
per cent. Hetch Hetchy is able to fur- 
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nish about one-third of the city’s peak 
demand. 

Any city plan for taking over the 
distribution of electricity in San Fran- 
cisco must look to supplementary 
sources of power, particularly peak 
load and standby power (relatively ex- 
pensive forms of power). Pacific Gas 
& Electric is the only other available 
power source, Eventually, some power 
may be available from Shasta dam of 
the Central Valley project, but this 
structure will not be completed before 
1944. In the meantime, there is the 
question of the amount of firm power 
which will be available at Shasta, and 
the method of its disposal. 

By spending about $1,100,000, San 
Francisco could install a 20,000-kilo- 
watt plant at Red Mountain Bar, ca- 
pable of delivering about 125,000,000 
kilowatt hours annually at a 75 per 
cent load factor. As this power, which 
is now running to waste, would bring 
in about $500,000 a year if sold at the 
same rate as Moccasin power, it seems 
likely that this economical plant will be 
installed when a solution is finally 
worked out. 


F Psy other power plant sites could 
be developed in the Hetch Hetchy 
system, capable together of developing 
about 66,000 kilowatts of firm power. 
These two plants, at Early Intake and 
North mountain, would be relatively 
costly, however, and are not being ac- 
tively considered. In fact, it is ques- 
tionable whether steam plant power or 
purchased power would not be more 
economical than energy from these two 
possible plants. 

Power generated and revenue pro- 
duced by the Hetch Hetchy project are 
shown in Tables IT and III. 
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It is generally believed that sufficient 
time exists before October Ist to work 
out a tentative leasing arrangement 
whereby the city actually will take over 
the private facilities in San Francisco 
and operate them with its own em- 
ployees. While the details of such an 
agreement would be complicated, it 
would suffice for purposes of satisfy- 
ing the Interior Department to work 
out broad terms along lines of policy. 
It remains to be seen just how far the 
company will be willing to go in draw- 
ing up such a lease, as it must consider 
the interests of its investors. 

However, the company would par- 
ticipate in any future growth of San 
Francisco’s power demand, inasmuch 
as the city would be forced to buy a 
large amount of its present power re- 
quirements from the company, and all 
of the demand increment representing 
future growth. Power demand in the 
city of San Francisco itself has not 
been expanding at the same rate as in 
the other portions of Pacific Gas & 
Electric territory, largely because the 
population growth trend within the city 
limits apparently has tapered off. Pre- 
liminary census reports show a 1940 
population of 629,553 in the city and 
county of San Francisco, down slight- 
ly from 634,394 in 1930. 


oo lease arrangement, if consum- 
mated, would of necessity embody 
compensation to the company for pur- 
chased power, standby facilities, and 
transmission and step-down facilities 
between Newark and San Francisco. 
Table IV indicates that in the recent 
“leasing” agreement, rejected by Sec- 
retary Ickes, the city would have had 
to pay around $3,680,000 for pur- 
chased power, $700,000 for standby, 
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and $260,000 for transmission and 
step-down. Out of the $16,345,000 of 
annual revenues estimated under pres- 
ent rates and consumption (about 15 
per cent of the company’s combined 
revenues), the city would have cleared 
an estimated $2,423,000, or approxi- 
mately the amount it now grosses from 
the sale of Hetch Hetchy power on a 
wholesale basis. This is after deducting 
$950,000 for local property taxes, $82,- 
000 for city franchise taxes, and $930,- 
000 for Federal and state taxes. It is 
difficult to foretell what the new lease 
negotiations will develop in the way of 
revenue to the city, after weighing in 
the tax factor. 

To add to the difficulties of obtain- 
ing a lease agreement, the California 
Railroad Commission must approve 
any lease the company makes (al- 
though municipal utilities are free from 


commission jurisdiction). The rail- 
road commission will be deeply inter- 
ested in such a leasing contract, because 


e 


it would tend to affect the company’s 
rate base, earnings, and fair rate of 
return. This would have repercussions 
on future rate policies with respect to 
the company’s remaining customers, 
particularly the high-cost rural custom- 
ers, present or future. 


A long as there is any indication that 
a solution to this problem can be 
worked out, it is likely that the court 
will grant further extensions of time 
before making the injunction effective. 

In the event that no leasing arrange- 
ment satisfactory to Secretary Ickes 
can be agreed upon, another election 
on the issue of acquisition would al- 
most certainly be held. It is understood 
that the city is currently studying the 
properties, and considering placing be- 
fore the electorate a revenue bond issue 
ranging between $55,000,000 and 
$60,000,000. It would appear, how- 
ever, that this would still leave the two 
parties quite far apart. 


Table ITI 


HETCH HETCHY POWER DIVISION—INCOME STATEMENT 
City or SAN FRANCISCO 


Power Revenues 
Moccasin Power House ... 
Less Distribution Commission 


Water Supply for Construction 
Other Power Revenues 


Total Power Revenues 
Operating Deductions 
Operating Expenses 
Depreciation 


Total Operating Deductions 


Net Operating Income 
SEPT. 12, 1940 


Period 
Fiscal Year Aug. = 1925 
Ended 
June 30,1939 June 30, 1939 


$8,876,439  $110,255,881 
6,555,310 80,748,743 


$2,321,129 $ 29, rah oases 
98,329 347 658 
$2,419,458 $30,959,784 
$252,271 $3,564,480 
301,718 4,196,266 
4,076 56,868 
$558,065 $7,817,614 


$1,861,393 $23,142,170 
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The California Railroad Commis- 
sion in its 1929 valuation of the prop- 
erties, adjusted to mid-1930, set a 
price, including intangibles and sever- 
ance damages, of $63,545,000, which 
was the size of the acquisition bond is- 
sue turned down at the polls in August, 
1930. Certain properties were included 
in this valuation that may be excluded 
in present plans, but the fact remains 
that (1) the company was not alto- 
gether satisfied, from indications, with 
the $63,545,000 figure, and might have 
gone to court with it, and (2) addi- 
tions, improvements, and extensions in 
the meantime probably have augmented 
this figure materially. 

If such an election should carry, the 
city would proceed by instituting for- 
mal condemnation proceedings against 
the company. The law requires the 
California Railroad Commission to 
make a valuation of the properties. 
The ordinary procedure is to put the 
property through condemnation pro- 
ceedings first, and submit a bond issue 
based on the commission’s findings 
later. This is a long and detailed proc- 
ess. It took the commission over five 
years to value San Francisco proper- 
ties before. The Sacramento valuation 
case, started after the approval of mu- 
nicipal ownership at the polls in No- 
vember, 1934, still will not be com- 
pleted for several months yet. It is gen- 
erally believed that valuation proceed- 
ings of present San Francisco facili- 
ties would take from five to ten years. 
Following that, the company, if it felt 
the valuation unfair, would have re- 
course to the courts, meaning further 
long delay. 


HILE the 1929 valuation of com- 
pany properties included sub- 
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stantial allowances for intangibles and 
severance damages, it is interesting to 
note that the present commission, hav- 
ing four new members out of the total 
membership of five, in two recent cases 
has been more liberal than the 1929 
body. The Fresno valuation of 1936, 
and the Redwood City valuation of 
1937 (voters of both cities turned mu- 
nicipal ownership down in 1937) added 
large sums to physical properties to de- 
rive ‘‘just compensation.” In both find- 
ings, the railroad commission stated, 
“in valuing the properties and rights 
sought to be condemned, we will en- 
deavor to fairly reflect the earning 
power of the business attached.” In 
the Fresno Case, Commissioner W. J. 
Carr, member of the 1929 commis- 
sion, arrived at a value 15 per cent be- 
low the figure set by the other four 
members. 

Secretary Ickes has given as a third 
alternative the construction of a com- 
peting municipal system. This would 
represent sheer economic waste, and is 
not favored by Mr. Ickes. Neverthe- 
less, this alternative may be put to the 
voters in some form in the event that 
another election is found necessary. 
Such a proposal would carry a revenue 
bond issue with it. 


I’ is doubtful, however, that even if 
a revenue bond issue were approved 
for the purpose of erecting a duplicat- 


ing system, the bonds could be 
sold. It would be difficult to convince 
buyers of such bonds that, under com- 
petitive conditions, interest protection 
after expenses would be adequate. To 
be successful, such financing probably 
would have to come in the form of a 
general obligation issue. This would 
require a two-thirds majority approval 
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Table IV whel 


ESTIMATED INCOME ACCOUNT OF CITY OF SAN FRANCISCO were 
ARISING FROM PROPOSED LEASE OF ELECTRIC gard 
FACILITIES FROM PACIFIC GAS & ELECTRIC CO.* San 
Gross Municipal Revenue $16,345,000 I 
Expenses: t 
Cost of Facilities and weil to p 
Purchased Power 
Standby Charge Co. 
Transmission, Newark to City and Step-down fror 
Operating, Maintenance, Commercial, and New Business 
Pro-rata Administration and General Expense, Including Fixed nece 
Charge on Capital 
Insurance and Casualty Reserve 
Local Property Taxes 
City Franchise Tax 
Social Security Taxes 
Federal & State Taxes (no Federal excise energy tax included) 





























ya 
er 000 
Reserve for Uncollectibles 0,000 


$13,922,000 
2,423,000 
* Prepared by the city of San Francisco to accompany the lease pro- 


posal memorandum to Secretary Ickes, submitted in July, 1940. This lease 
agreement was rejected by Secretary Ickes as not conforming to the Raker 


Total Expenses 
Net to City 


Act. 





at the polls, generally viewed as im- 
possible to obtain (only a simple ma- 
jority is required for a revenue issue). 
Moreover, the debt limit on general 
obligation bonds is 12 per cent of the 
city’s assessed valuation, which at pres- 
ent leaves a debt limit margin of about 
$69,000,000 of additional general ob- 
ligation bonds. A large issue might be 
considered unsound from the stand- 
point of future municipal finance. 
What is the attitude and tempera- 
ment of the San Francisco electorate ? 
San Francisco has a heritage of private 


initiative, independence of thought and 
action, and financial conservatism ex- 
tending back to the gold rush days. The 
voters have always been reluctant to 
approve bond issues, particularly large 
ones, when not absolutely vital. San 
Francisco citizens resent pressure. 

It is a foregone conclusion that any 
bond election in any way connected 
with this issue will propose the issu- 
ance of revenue bonds, requiring only 
a simple majority for approval. This 
would take the form of a charter 
amendment, requiring ratification by 
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the California state legislature. Can a 
simple majority be obtained? 


A examination of San Francisco’s 
election record on utility bond 
issues may give some clue to future 
election results. The six Hetch Hetchy 
water supply bond issues, voted on 
from 1908 to 1933, and totaling $89,- 
600,000, were in every instance over- 
whelmingly approved. These bonds 
were not controversial, and were re- 
garded as necessary to the future of 
San Francisco. 

It was not easy to induce the voters 
to purchase the Spring Valley Water 
Co. system, however, as may be seen 
from Table V (two-thirds majority 
necessary). This acquisition, involv- 


ing the water distribution system, was 
an important segment in the Hetch 
Hetchy plan, but eighteen years were 
required to obtain approval at the 
polls. 

Table I shows the record of power 
bond issues, defeated at seven different 
elections. Of collateral interest are the 
elections since 1913 on municipal rail- 
way purchases, extensions, and im- 
provements (Table IV). One-third of 
the city’s riders use the municipal line, 
and two-thirds use the Market Street 
Railway Co. facilities. The transit situ- 
ation offers an acute problem of defi- 
cient coordination and antiquated fa- 
cilities. Yet, the voters seem over- 
whelmingly opposed to bonding the city 
to improve this situation. 


e 


Table V 


WATER DISTRIBUTION AND MUNICIPAL RAILWAY BOND 
MITTED TO VOTERS IN SAN FRANCISCO 


Yes 


ISSUES SUB- 


Date Purpose Amount No Outcome* 


SpriInG VALLEY WATER CoMPANY PURCHASE 
Acquisition Spring Valley Water Co $35,000,000 
Acquisition Spring Valley Water Co 4,500,000 
Acquisition Spring Valley Water Co...... 38,000,000 
Acquisition Spring Valley Water Co ,000, 
Acquisition Spring Valley Water Co. 41,000,000 


22,068 
39,951 
43,073 
41,463 
82,490 


11,722 
33,455 
30,992 
28,611 
21,175 


WateR DEPARTMENT IMPROVEMENT ISSUES 
Revenue Bonds—Water Department 
Improvements 
Water Distribution 


5,000,000 
12,095,000 


66,532 
105,279 


ag 


MuNICIPAL RAILWAY 


Purchase Market St. Railway 36,000,000 
Extensions Municipal Line 
Extensions Municipal Line 
Extensions Municipal Line 
Rapid Transit—Payable out of income 
Market Street Ry. Co. Purchase 
Market Street Ry. Co. Purchase (Declara- 
tion of Policy) 
Passenger Bus Purchases (Declara- 
tion of Policy) , 


12,435 


128,320 
128,466 


49,932 
49,948 


5,000,000 


0 D9 YXUUDS 


* D—Defeated. 

C—Carried. 

General obligation bond issues require a two-thirds majority ; 
by a charter amendment need only a simple majority. 
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revenue bonds accompanied 
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W HILE the outcome of any possible 
future vote cannot be predicted, 
the weight of past evidence suggests 
that the trend of voter opinion is away 
from public ownership action. This 
trend was clearly shown in the vote on 
this issue in May, 1939, as contrasted 
with the 1937 vote (Table I). 

San Franciscans in the past have 
shown that they don’t relish threats or 
high pressure. Apparently, neither do 
the people in Oregon, particularly in 
Portland, which defeated a utility dis- 
trict proposal in May, 1940, by 68,973 
to 30,278. All the weight of the Bonne- 
ville Administration appeared to be be- 
hind this election, while Senator Nor- 
ris of Nebraska is reported to have sent 
40,000 or more franked envelopes to 
Portland voters containing a radio 
speech of Oregon State Senator Kenin, 
which Senator Norris had managed to 
have published in the Congressional 
Record. Incidentally, another vote on 
this issue will be held in Portland this 
November. 

Another factor is the fact that Pa- 
cific Gas & Electric has about 95,800 
stockholders, 73 per cent of whom are 
in California. 

On the other hand, if the govern- 
ment can hold the threat of an injunc- 
tion and possible recapture of Hetch 
Hetchy power facilities over the voters’ 
heads, taxpayers may be influenced by 
the alternative 28-cent increase in their 
city tax rate (which was $3.937 in the 
1939-40 fiscal year). 


_ might be doubted that the Federal 
government would ever dare shut 
off Hetch Hetchy power, or recapture 
it, because of unpleasant political com- 
plications. True, Hetch Hetchy, if con- 
fiscated, would fit splendidly into any 
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distribution scheme for Shasta dam 
power, because Hetch Hetchy power 
is firm power, and could round off the 
peaks and canyons of Shasta’s power 
curve very nicely. But, after all, the 
city has flooded only 3,500 acres of 
mountain country in federally owned 
Yosemite park. For the right to use the 
water and power of this area, the city 
has spent over $100,000,000 in im- 
provements, including aqueduct line, 
and expended $1,250,000 on scenic 
roads in this recreation region. Reser- - 
voirs have been created which add to 
the park’s beauty and provide flood 
protection in the valley below. Into the 
bargain, the city pays the United States 
$30,000 a year. 

Unless § 6 of the Raker Act is re- 
pealed or modified, the city will be sub- 
ject to the interpretive whims of each 
successive Secretary of the Interior on 
any scheme short of actual acquisition 
of distribution facilities. 


HERE may even be a political 
angle of national interest injected 
into the current presidential campaign 
if the bitterness of San Francisco 
against Washington should increase 
before November. The situation re- 
calls the fatal error made by Re- 
publican Candidate Hughes in 1916 in 
snubbing Senator Johnson and throw- 
ing California to Woodrow Wilson. 
Observers have generally placed 
California safely in the Roosevelt col- 
umn. But if San Francisco gets mad 
enough at Secretary Ickes, the state 
could become fighting ground for 
Willkie. Conceivably, history could 
repeat itself (in reverse for the Demo- 
crats), with Secretary Ickes having 
the doubtful honor of pulling the de- 
cisive “bone-head” play. 
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Neither Boulder dam, TVA, Bonne- applying for power, preference be 
ville, nor U. S. Bureau of Reclamation given to public agencies. Hetch Hetchy 
projects forbid the sale of power to pri- is just another instance of the jumbled 
vate corporations or individuals, al- nature of the administrative authority 
though, with the exception of Boulder and the legislation under which Fed- 
dam, the law requires that a1aong those eral power is dispensed. 





What Would Confucius Say about This? 


ACK in 1907, when Yoshihide Furushima was a gay blade of 

twenty-two, just out of Nihon University, he became inter- 
ested in the subject of telephones, which then were relatively un- 
known in Japan. After studying the problem carefully, Furushima 
convinced himself that telephones were not a temporary fad, but 
were here to stay. 


Consequently, he took 15 yen (about 24 cents currently) from 
his saved earnings as a struggling lawyer and deposited it with 
the communications ministry along with an application for installa- 
tion of a telephone. He then sat back and waited. Furushima has 
been waiting ever since. No phone has been installed in his home 
and Furushima still has to send his own messenger scurrying around 
Tokyo when he wants to communicate with friends. 

Last March, Furushima’s patience was finally worn thin after 
thirty-three years of waiting. He rose in the Diet, to which he had 
been elected recently, and denounced the communications ministry 
in no uncertain terms. He told the Diet: 

“There are no less than 100,000 applications for telephones that 
have not been yet met by the ministry of communications after 
taking 15 yen as application fees. This amounts to 1,500,000 yen 
that the government has taken without meeting its obligations for 
over thirty years. My patience is exhausted. If this were a private 
company I should long ago have sued on a swindle and embezzle- 
ment charge. If my 15 yen had been placed in the bank in 1907, I 
should now be a rich man on the accrued interest. 

“In 1907 I was a young man in the vigor of youth, just starting 
out in life. Now I am fifty-four years old, white-haired and creaking 
in the joints. If I have to wait any longer for this elusive telephone 
I might as well mention it in my will in the faint hope that future 
generations of Furushima will get some benefit from it.” 
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Wire and Wireless 
Communication 


Bm American Telephone and Tele- 
graph Company has enlarged its 
construction program for its long lines 
department since earlier this year as a 
result of the increasing tempo of pre- 
paredness activity, it was announced re- 
cently. Whereas the department had a 
budget of $18,000,000 early this year, 
modifications and additional equipment 
will raise the total to around $21,000,000 
against $12,000,000 spent in 1939. 

Officials pointed out that long-distance 
traffic of the Bell system was now run- 
ning three times greater than the peak 
business of the World War. Moreover, 
the work providing new facilities for 
key centers will be based upon an esti- 
mate of the part which each major 
geographical district of the country will 
play in the defense program. In Wash- 
ington, the need for the building up of 
inland areas for strategic purposes has 
been frequently expressed, while Re- 
publican Candidate Wendell L. Willkie 
has voiced a demand for diversification 
of manufacturing plants in the interests 
of defense. 

Plans to meet the present emergency 
began almost a year ago, according to 
the AT&T. With the outbreak of war 
in Europe, 20-year-old records were 
taken from the files and reviewed to de- 
termine the routes over which long-dis- 
tance traffic reached its greatest concen- 
tration during preparation for the 
World War. 

In the light of present-day develop- 
ments and taking into consideration what 
happened during the last war, plans were 
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made for increasing the capacity 
along certain routes which might be ex- 
pected to carry an abnormally heavy 
load, such as routes out of Washington 
and from large centers of industry, rail- 
heads, seaports, and troop concentration 


points. 


MONG the most important projects 

in preparation today is the laying 

of a new underground cable between 

Baltimore and Washington. Following 

a different route from the other lines, 

this cable will provide another valuable 

path along the vital Washington-New 

York route. The project will cost $1,- 

000,000 and it is expected that the cable 
will be in service the end of this year. 

The Baltimore-Washington cable is 
of unusually large capacity, providing 
facilities for many additional telephone 
and telegraph circuits, telephoto wires, 
and channels for broadcasting programs. 

The use of an entirely different path 
for the new cable is in pursuance of a 
practice which has been a special fea- 
ture of all long lines engineering and 
construction programs for the past 
twenty years. This has to do with the 
establishment of alternate routes be- 
tween the country’s largest cities—the 
purpose being to insure maintenance 
of communications in almost any con- 
tingency. 

Along the eastern seaboard route, so 
vital in national defense measures, com- 
munication facilities will be supple- 
mented this year by important additions 
on various links all the way from Boston 
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to Florida. “Carrier” systems will pro- 
vide new channels between Boston and 
New York and between New York and 
southern Florida. 

Facilities will likewise be supple- 
mented on a number of other main 
routes. Additional carrier: will be in- 
stalled along the fourth transcontinental, 
from Oklahoma City to Los Angeles. 
Between Stevens Point, Wisconsin, and 
Minneapolis a coaxial cable, the first 
commercial installation, will form a most 
important link out of Chicago with the 
populous and industrially important 
Minneapolis-St. Paul area. 

In addition to establishing numerous 
alternate routes between key cities, the 
company will pursue a policy to further 
safeguard its major routes, wherever 
economically feasible, by putting the 
cables underground. The obvious bene- 
fit of this is to reduce the probability of 
damage, either by natural forces or 
human agency. 


*x* * *K * 


T the outbreak of the war in Europe, 
A hnilitary restrictions shut off all 
private and commercial telephone serv- 
ice with Great Britain and continental 
Europe. Great Britain and France, 
however, continued to accept govern- 
ment and press calls. Within ten days 
after the outbreak of war, however, 
general telephone service to continental 
Europe, except France, was restored 
over two new circuits to Europe. A 
New York-Rome circuit, already under 
construction, was rushed to completion. 
In addition, arrangements were made 
with the Netherlands for a temporary 
circuit between New York and Amster- 
dam. Although the establishment of 
such circuits usually requires many 
months, this channel was in operation 
within a week. 

While the Amsterdam circuit is no 
longer operating, two other circuits to 
continental Europe recently have been 
set up, so that today Europe can be 
reached directly by circuits to Rome, 
Berne, and Berlin, according to Bell sys- 
tem engineers. In some cases, this gives 
two different routes to a country. 


At present Bell system overseas tele- 
phone service with Europe includes Bul- 
garia, Finland, Lithuania, Portugal, Ru- 
mania, Sweden, Switzerland, and Yugo- 
slavia. As yet, service has not been re- 
stored to France, Belgium, Holland, 
Norway, Denmark, and Spain. The New 
York-Paris circuit still is shut down. In 
the case of Great Britain, Rumania, and 
Italy, the service is limited to govern- 
ment and press calls. Virtually all coun- 
tries permit broadcasting by American 
commentators and newspaper men to 
the American networks over transatlan- 
tic telephone circuits. 

Incidentally, from Lisbon, Portugal, 
on August 23rd came a dispatch to the 
effect that the International Telephone 
& Telegraph Company had been given 
back its Spanish properties by the Franco 
government. The company owns $125,- 
000,000 worth of properties in Spain, 
controlled by American management. 

Formal announcement that military 
intervention in the company’s control 
has ceased will be delayed until a gen- 
eral meeting of shareholders is held, it 
was stated, but American executives 
and technicians are again directing op- 
erations. 

* * * * 


r order to establish the citizenship 
status of employees of cable and tele- 
graph companies handling international 
communications, the Federal Communi- 
cations Commission is enlisting the co- 
Operation of such companies in having 
these workers fill out a jointly compiled 
questionnaire and furnish photographs 
and fingerprint records. This informa- 
tion is akin to that required of com- 
mercial and amateur radio operators in 
connection with the coordinated national 
defense program. 

Proof of citizenship and accompany- 
ing identification are not desired of all 
communication company employees, but 
only of those who, in the course of their 
duties, handle international messages or 
have access to information passing over 
international circuits. The need for such 
data was mutually agreed in recent con- 
ferences between representatives of the 
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companies and the Federal commission. 

It is estimated that about 30,000 
employees are affected. Companies con- 
cerned are Commercial Pacific Cable 
Company, Commercial Cable Company, 
All America Cables and Radio, Inc., 
Postal Telegraph - Cable Company, 
Western Union Telegraph Company, 
American Telephone and Telegraph 
Company, Mackay Radio & Telegraph 
Company, Tropical Radio Telegraph 
Company, and Radio Corporation of 
America. 

As a result of consultation with these 
companies, special forms have been 
worked out for the purpose—FCC 
Form No. 737, “Questionnaire for 
Employees of Communications Com- 
panies’ —and fingerprint and photograph 
records on FCC Form 738. 

These forms will be supplied in num- 
ber to each company to take care of the 
necessary personnel. The companies 
have indicated that they will assist their 
respective employees to execute the 
forms with the least possible inconven- 
ience. In certain cases the local Federal 
Communications Commission office will 
send men to offer facilities and other aid. 


Ss in the case of commercial and ama- 

teur radio operators, forms will be 
mailed to the commission’s Washington 
offices for permanent record. However, 
in the case of communications company 
employees the supervision of filling out 
the forms and mailing them to the com- 
mission will be under company direction, 
without direct contact between the in- 
dividual employee and the commission. 

This extension of proof-of-citizenship 
requirements is necessary for effective 
policing of communications in the pres- 
ent emergency. 

The National Council on Freedom 
from Censorship, an affiliate of the 
American Civil Liberties Union, on Au- 
gust 25th urged the Federal Communica- 
tions Commission to promulgate a regu- 
lation requiring radio stations to have 
recordings made of all foreign language 
broadcasts in this country. 

Quincy Howe, chairman of the coun- 
cil, in a letter to T. A. M. Craven of the 
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FCC, pointed out that his organization 
disapproved the discussion of controver- 
sial matters on commercial programs, 
Mr. Howe contended such programs, as 
under the National Association of 
Broadcasters’ code, should be handled on 
sustaining time with opportunity of dis- 
cussion of other views. 

He requested that hearings be held 
by the FCC to ascertain the advisability 
and practicability of required transcrip- 
tions of foreign language broadcasts, 


* * * X 


oo Tobey (R.) of New Hamp- 
shire on August 23rd said he had 
received information that “some mem- 
bers of the Federal Communications 
Commission have in the past received 
or gifts” 


perquisites, favors, from 
broadcasters. 

He made public a letter to members 
of the commission inquiring whether they 
had received such favors and at the same 
time introduced a resolution calling for 
a Senate investigation of the FCC’s ad- 
ministration of the Communications Act 
and of possible monopoly in the radio 
equipment industry. 

In his letter, Senator Tobey said that 
“in connection with the hearing pending 
before the Interstate Commerce Com- 
mittee regarding radio matters there has 
come to me information that some mem- 
bers of the Federal Communications 
Commission have in the past received 
perquisites, gifts, favors, or emoluments 
of one kind or another from either a 
radio station, one or more of the broad- 
casting companies or systems, or RCA 
(Radio Corporation of America), or 
from officials of the foregoing, these 
sometimes taking the form of expenses 
being paid to different places, sometimes 
gifts of radio or television instruments, 
and other things.” 

Tobey’s resolution proposed an inves- 
tigation of the manner in which FCC 
licensees have exercised their license 
privileges, contracts by licensees and 
broadcasting networks, and any attempts 
made by radio companies or employees 
to “unduly influence any public official 
in the exercise of his duties with respect 
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to any matter pertaining to radio.” 

On August 23rd, the Senate Inter- 
state Commerce Committee, which has 
heen holding an inquiry touching on 
RCA activities and other subjects, re- 
ceived conflicting statements as to the ori- 
sin of a document criticizing RCA. The 
witnesses were J. Austin Smith, New 
York financial analyst, and Patrick Pow- 
es, retired New York motion picture 
executive. 

Smith had testified previously that 
Powers hired him in 1936 to make an 
analysis of RCA’s recapitalization plan 
and annual statements and literature and 
submit a “fighting report” which would 
“tend to embarrass the corporation.” The 
witness said he understood Powers 
wanted “to establish a connection with 
the radio corporation or one of its sub- 
sidiaries, primarily RKO, some business 
connection that would give him prestige 
in the motion picture industry.” 

This was vigorously denied by Pow- 
ers, who said Smith had suggested get- 
ting out the report preliminary to organ- 
izing a stockholders’ committee and “I 
merely agreed to finance it.” 

Smith testified that Powers furnished 
much of the data for the report but Pow- 
ets asserted he never read the report and 
never gave Smith any data for it except 
annual reports and statements of RCA 
he had in his files. 


* * * * 


AS a result of negotiations initiated by 
the state public service commis- 
sion, the New York Telephone Company 
would file new tariff schedules with the 
commission which would bring its intra- 
state toll charges more in line with the 
interstate rates charged by the American 
Telephone and Telegraph Company 
within the state. The effect of the new 
fling, according to Commissioner Neal 
Brewster, who carried on the negotia- 
tions with the company, will be a reduc- 
tion of approximately $706,000 in the 
company’s revenues from toll service. 

_ The reduction will affect mileage serv- 
ce of 40 miles and over. The savings 
will amount to from 5 cents to 15 cents 
per call, depending upon the mileage. 
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SERS of telephones in the metropoli- 

tan area of Los Angeles will be 
saved a total of $275,000 annually 
through the extended and message unit 
service inaugurated by the Southern 
California Telephone Company. 

The amount of the savings was an- 
nounced last month through the office of 
Ray L. Riley, chairman of the state rail- 
road commission, who said that the new 
= would become effective in Septem- 

? 

At the same time Riley disclosed that 
residents of the metropolitan area of San 
Diego would be saved an amount esti- 
mated at $30,000 annually through the 
adjustment of rates on 2-party lines in 
several places, these same rates to be- 
come effective in Coronado and other 
points next year. 

The new rate set-up in the Los An- 
geles area was said to be the culmination 
of a $1,600,000-savings program which 
was mapped out through the approval of 
the railroad commission some time ago. 

Extended and unit services are now 
effective in the El Segundo, San Pedro, 
Lomita, and Torrance sections of the 
Southern California Telephone Com- 
pany and the Covina, Redondo, Malibu, 
and Long Beach exchanges of the Asso- 
ciated Telephone Company, and the 
Whittier branches of the Consolidated 
Telephone Company. 


* * * * 


HE Federal Communications Com- 
mission, on its own motion, recently 
suspended for three months, pending 
hearing on October Ist, a new tariff of 
the Pacific Telephone & Telegraph Com- 
pany proposing to increase the minimum 
guaranty for teletypewriter exchange 
service within certain areas of the West 
Coast Telephone Company of California 
from $10 to $30 a month. The tariff was 
to have gone into effect September Ist. 
Since the $10 monthly minimum 
guaranty now prevails throughout the 
United States, the commission was said 
to feel that public hearings should be held 
before permitting a higher minimum to 
be charged in one particular section of 
the country. 
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United Gas Improvement 


Rigen Gas Improvement, one of the 
nine companies served with “show 
cause” orders early this year by the SEC, 
is the oldest utility holding organization 
in the United States, having been or- 
ganized fifty-five years ago. The com- 
pany was originally an engineering and 
construction enterprise, later entering the 
investment and management field. The 
system ranks among the leading utilities 
in size, the 1939 balance sheet showing 
total assets of $837,503,972 (which ex- 
cludes the leased property, Philadelphia 
Gas Works). 

The accompanying table indicates the 
estimated liquidating value of UGI in- 
vestments, the share value for subsid- 
iaries being obtained by applying a multi- 
plier to the 1939 earnings. About 87 per 
cent of the resulting appraised value of 
its holdings is concentrated in three 
issues: 


Per 
Millions Cent 
Philadelphia Electric 
Public Service of N. J. .... 
Conn. Light & Power Z 7 
Misc. subsidiaries 6 
All other investments 7 


100% 


Obviously, the system is in a very 
strong position so far as the geographic 
phase of §11 is concerned. About 62 
per cent of the system investments (as 
measured by the appraised value) is in 
Pennsylvania and 22 per cent in the ad- 
joining state of New Jersey. Connecti- 
cut, in which 7 per cent of the system is 
located, may not technically be an ad- 
joining state since a corner of New York 
state intervenes between it and New 
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and 
Comment 
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Jersey. The balance of the system, abou 
6 per cent, is largely in Delaware. (Dek 
ware Electric Power properties are j 
Delaware and Pennsylvania.) The in 
vestment in Midland United (in receiver 
ship) is probably worthless, and in an 
event UGI shares the stock control with 
Commonwealth Edison, Peoples Gas 
and Middle West. The subholding com 
pany, Commonwealth Utilities, whos 
properties are scattered through six mid 
dle western states, has total assets of onl 
about $9,000,000 ; and UGI’s investment 
is given a value in our table of only one 
fifth of one per cent of the total. 

UGI could, therefore, lose all its sys 
tem investments outside of Philadelphia 
New Jersey, and Connecticut without 
seriously affecting its set-up; and eithe 
the Jersey or Connecticut equities, con 
centrated in two large companies, shoul 
be easily salable if necessary. The in 
vestments in Commonwealth & South 
ern, Kansas City Gas, Niagara Hudson 
etc., being less than 10 per cent of the 
voting stock in each case, are not af 
fected by § 11. 


AX indicated in the table, UGI’s total 
investments are given an estimate( 
liquidating value of about $332,000,000 
(By coincidence this figure is almost 
exactly the same as the total shown i 
the balance sheet, where investments aré 
carried “at cost or less”). Adding nef 
current assets of $3,930,000 gives a tota 
“liquidating value” of about $336,000, 
000, and after deducting the preferre 
stock at $100 per share (to which it is 
entitled in liquidation) $260,000,000 re 
mains available for common stockhold 
ers, Or approximately $11 per share 
This compares with the current market 
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value around 12 (approximate range this 
year 15-10). 

' Our estimate of liquidating value is 
probably ultra-conservative. The com- 
any obtains total dividend income 
qquivalent to over 83 per cent on the ap- 
praised value of its investments, where- 
4s UGI itself is currently selling to yield 
mder 8$ per cent. Had the share valua- 
tions for Philadelphia Electric, Connecti- 
ct Light & Power, and Consumers Gas 
heen based on the current market value 
or the relatively small amounts of mi- 
nority stock outstanding, the estimated 
liquidating value of UGI would have 
been raised substantially, as indicated by 
the following comparisons . 

S- 
signed Approx. 
Value Market 


Value 
Philadelphia Electric .... 1834 33 
Connecticut Light & Power 32 


56% 
Consumers Gas 2814 


e 


AND COMMENT 


Appraised values were derived by mul- 
tiplying 1939 share earnings by 10 (ex- 
cept for smaller companies where lower 
figures were used). The reason this 
multiple was used for Philadelphia Elec- 
tric instead of 12—which would conform 
more nearly to the average ratio for large 
independent operating companies—was 
the company’s low ratio of depreciation 
and maintenance to revenues (about 12.9 
per cent—for comparison with other 
companies see table on page 358). If 
this ratio were raised to 16 per cent, share 
earnings would be reduced by about 11 
per cent; and if raised to 20 per cent, 
earnings would be cut about 26 per cent. 
Because of the SEC policy favoring 
heavier depreciation charges it is there- 
fore deemed logical to apply a somewhat 
lower-than-average earnings multiple. 

UGI’s earnings and dividend record 
has been one of remarkable stability, re- 
flecting the soundness of its principal 


ESTIMATED LIQUIDATING VALUE OF PRINCIPAL UGI INVESTMENTS 


Subsidiaries (Consolidated Statement) 


10,239,344 shs. Phila. Electric Co. ........... 
701,253 shs. Conn. Lt. & Power 
60,375 shs. Allentown-Bethlehem Gas 
291,900 shs. Commonwealth Util. A & B 
140,085 shs. Consumers Gas Co. .......... 
900,000 shs. Delaware Elec. Power 

50 shs. Philadelphia Gas Works 
39,375 shs. Erie County Electric 
Other companies 


Possible Subsidiary (as defined in Utility Act) 
2,017,490 shs. Public Serv. N. J. ........... 
10,000 shs. Public Serv. N. J. 8% Pfd. .. 


Other Investments 


940,246 shs. Commonwealth & Southern 
64,253 shs. 
33,401 shs. 
15,527 shs. 
756,596 shs. 
40,420 shs. 
35,310 shs. 
75,437 shs, 


Kansas City Gas Ist Pfd. ..... 
Kansas City Gas 2nd Pfd. ... 
Niagara Hudson Power 


United Illuminating 


United Illuminating 2nd Pfd. . 
Other companies 


*Market value of minority stock is considerabl 
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Commonwealth & Southern Pfd. .. 


Niagara Hudson Power Ist Pfd. .. 


Dividends 
Recd. 1939 
(Millions) 


Total 
Value 
(Millions) 


Est. 
Share 
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operating subsidiaries and the simple 
system set-up so far as leading sub- 
sidiaries are concerned. Dividends on 
the common stock have been regularly 
paid for fifty-five years and the present 
$1 rate has prevailed since 1935. While 
the dividend has not been covered with 
much margin in recent years (earnings 
in 1939 were $1.07 a share on a consoli- 
dated basis and 98 cents for the parent 
company), the dividend policy has not 
depleted the system’s cash and current 
position, which appear ample. 

Summarizing, while the system may 
face a few minor adjustments necessary 
to conform to SEC requirements under 
§ 11, stockholders apparently need have 
no great concern over the company’s fu- 
ture. 


> 


Increasing Hydro Output a 
Favorable Earnings Factor 


feo ability of most large utility sys- 


tems to maintain generally favor- 
able earnings statements in the first few 
months of 1940, despite the sharp drop 
in industrial activity, was probably due 
largely to two factors—recovery from 
drought conditions and the abnormal de- 
mand for natural gas for heating pur- 
poses. Water-power output rose sharp- 
ly during February and March, com- 
pared with an abrupt decline in fuel- 
generated power. The trend was re- 
versed in April and May but water- 
power generation is still substantially in 
excess of last year and will doubtless re- 
main so for the balance of the year unless 
a new drought of widespread propor- 
tions is encountered. 

The utilities have also been favored 
thus far by relatively low copper and coal 
prices. The U. S. Bureau of Labor Sta- 
tistics index of bituminous coal prices 
has thus far in 1940 averaged about the 
same as or slightly below the correspond- 
ing level last year. But this situation may 
be somewhat altered over the balance of 
the year, as the new minimum prices an- 
nounced by the Bituminous Coal Divi- 
sion of the Department of Labor go into 
effect, although the utilities are hopeful 
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that they can avoid much increased cog 
by switching sizes and grades. (Electric 
power companies can change more read. 
ily than gas producers. ) 

Considering the recent record high for 
weekly electric output and the outlook 
for well-sustained business activity in the 
balance of the year, the earnings outlook 
for the utilities remains favorable, But 
with the current international situation jt 
is impossible to make definite forecasts 
except with the usual reservations te. 
garding war and defense developments, 

Many industrial companies, particu- 
larly in aviation, shipbuilding and sini- 
lar lines, ‘are setting up special reserves 
for excess-profit taxes for the entire 
calendar year, or are calling attention to 
the fact that first half earnings are re- 
ported prior to such tax adjustments, 
although legislation has not yet been en- 
acted by Congress. Fortunately the utili- 
ties, as a group, have relatively little to 
fear from the new tax. Their earnings 
will not show the sensational gains er- 
joyed by some industrial companies ac- 
tive in defense work. The option of ap- 
plying a minimum average return on in- 
vested capital as a tax base is also a pro- 
tective feature, since most companies are 
held to a 6-7 per cent return by the state 
commissions. This is fortunate, since 
they are already taxed much more high- 
ly than most industries, and the rise in 
the normal tax from 19 per cent to 20.9 
per cent will affect 1940 earnings to some 
extent. 


e 
The New Federal Reserve Index 


OSSIBLY because of criticisms early 

this year that the Federal Reserve 
Index gave undue weighting to steel 
operations, with resulting wide fluctu- 
ations, the index has now been officially 
revised for the period 1923-40. The new 
series is compared with the old in the 
accompanying chart (the years 1919-22, 
unrevised, are “chained onto” the new 
series). It is interesting to note that on 
the new basis, business activity is now 
substantially higher than at the 1 
peak; also, the reaction early this year 
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was much less severe than as measured 


by the old index, and a greater propor- 
tion of the decline has been recovered in 
the past several months. 

The new index is derived from 81 
individual series distributed among 16 
manufacturing and 2 mining groups. 
About one-quarter of the series is new, 
and another one-quarter or more have 
been substantially revised. The base 
period (100 per cent) has been shifted 
from 1923-5 to 1935-9. Weights for the 
individual series were derived from cen- 
sus data, 1937 weights being used for the 
last decade and 1923 weights for previous 
years. Seasonal adjustment bases were 
completely revised. 

The greater stability of the new index 
seems largely due to an increase in the 
coverage of nondurable goods industries, 
as well as the inclusion of such new 
series as furniture and machinery. In 
some cases where statistics of shipments 
or deliveries are used to reflect produc- 
tion, a 3-month moving average has been 
adopted; while in a few cases, such as 
shipbuilding, the highly erratic figures 


for completed units have been super- 
seded by production estimates. Also the 
sharp December peaks which featured 
the old index in recent years have been 
reduced or eliminated by revising the sea- 
sonal adjustment. 


> 


Depreciation-maintenance 
Ratios 


HE public utilities division of the 
SEC recently issued a valuable 
study of the financial statistics of 188 
operating subsidiaries of utility holding 
companies for the decade 1930-39. (See 
also p. 372.) The report shows graphi- 
cally the trend of net income (both as 
published, and as reported for income 
tax purposes) over the decade. It is re- 
grettable that the information could not 
be made uniform to include independent 
operating companies as well, together 
with statistical totals and averages for 
the entire industry. 
Much of the data is already available 


INDUSTRIAL PRODUCTION IN THE UNITED STATES, 
INDEX NUMBERS, 1919-40 
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RATIOS OF DEPRECIATION AND MAINTENANCE TO REVENUES FOR 
PRINCIPAL UTILITY OPERATING COMPANIES, BY SYSTEMS, 1939 


Depr. Main- Depr. . Depr. Main- Depr, 
(Inc. ten- and . (Ine. ten- and 
Tax) ance Maint. -) Tax) ance Maint. 


Amer. Gas & Elec. Community Power & Lt. 
Ap al, Elec. Power .. 13. 45.51° .* ub. Ser. & 
City Elec. Ri 14.93* 
fad. & Mich. Elec. ... 12. 14.53* 
Ind. Gen. Service .. 10. 9.59* 
Ky. & W. Va. Pow... 8. 21.25" 
Ohio Power Co. 13. 14.11* 
Scranton Elec. - 14.30* 
Wheeling Elec. i 


8.20* 2.21 11.30 
14.71* 3.86 14.47 


oan 


Consol. Elec. & Gas 
Atlanta Gas Lt. 4.73 a 1. 6.70 
Cent. Ill. El. & Gas .. 10. : 16.80 
Cent. Ind. Gas. 37 k 7.20 


S2ReSSln 


SANRANDD 
NADAL 


Amer. Power & Light East. Util. Associates 
Sent, Ars. “ A Pr. 2: Blackstone Val. 
Kansas Gas & Elec. .. ss 
Minn. Pow. & Lt. ... 
Montana Power 
Nebraska Power .... 
Northwestn. Elec. ... 
Pacific Pow. & Lt. ... 
Port. Gas & Coke ... 
Texas Elec. Serv. ... 
Texas Pow. & Lt. ... 


Electric Power & Lt. 
Ark. Power & s+ ale 
Dallas Pow. & Lt. 
Idaho Power 
La. Power & Light .. 
Mississ. Pow. & Lt... 
N. Orl. Pub. Serv. .. 
United Gas & sub. 


Wash. Water Power.- 10.31 


Amer. Water Works & Elec. 
Monon, W. Penn Pub. 
Service Co. & sub. 9.70 
Potomac Ed. & sub. .. 20.28 
W. Penn Pr. & sub... 8.79 


Ark. —- atural Gas 


La. Gas 


Assoc. Gas & Elec. 
East. Shore Pub. Serv- 
ice & sub. 
Flor. Pr. & sub. 
Flor. Pub. ae 


N. w. & Lt. 11. 

N. pont El. & Gas 7.77 

Nor. Penn. Power ... 8.27 

Pa. Edison & sub. .. 

Pa. Elec. & sub. 

Roch. Gas & Ele 

So. Car. Elec. & “Gas 14. 83 

S. I. Edison 

tg Water Power .. 12 
Va. Pub. Serv. & sub. 11.62 


Cities Ser. Pr. & Lt. 
Empire Dist. Elec. .. 
Ohio Pub. S 
ae Dale 


Sprfid. Gas & El. 
Toledo Edison 


Columbia Gas & Elec. 
Cinn. Gas. & Elec. .. 
Dayton Pow. & Lt. .. 


Commonwealth & eae. 
la. Pow. & su 
Central Til. Lt. 
Consumers Power ... 
Ga. Pow. & sub. 
Mississ. Power. 
Ohio Edison 
Penn. Power R 
So. Car. Power 10.31 
So. Ind. Gas & El. .. 13.09 


Commmanity Gas & Power 
Birmingham Gas .... 6.88 
Minn. Gas Light .... 5.00 
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Utah Pr. & Lt. & sub. 


Engineers Pub. Serv. 
El Paso Elec. (Tex.) 
Gulf States Util. 

Pug. Snd. Pr. & 


& sub. 
Sav. Elec. & Power .. 
Va. Elec. & Power .. 
bao 5 Pub. Serv. & 


Federal Water Serv. 
—_ Nat. 


Middle West 
Cent. Ill. Pub. Serv. 
Central Power 
Kansas El. Power . 
Ky. Util. & sub. 
Lake Sup. Dis. 
Nthwn. Pub. Serv. .. 
Pub. Serv. of Okla. .. 
S. w. Gas & El. & 
ub. 


West. Tex. Util. 
Wis. Pr. & Lt. & sub. 


Midland United 
Indiana Service 


Pub. Serv. of Ind. 


National Pow. & Lt. 
Birmingham Elec. 
Carolina Pow. ‘ is. 
Houston t.° Pow. 
Pa. Pr. t. & sub. 


N. E. Gas & Elec. Assoc. 
— Bed. Gas & Ed. 


N. E. Power Assoc. 
Conn. River Power .. 
Fall Riv. El. Lt. 
Green Mt. Power... 
Lawrence Gas & Elec. 
Narr. Elec. & sub. ... 
N. E. Power 
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Depr. 
(Pub. (Inc. 
Amt.) Tax) 


ten- and 
ance Maint. 


N. E. Public Service 

Central Maine Pow. . 9.51 
Central Vt. Pub. Ser. 10.84 
Cumberland Co. Pow. 

& Lt. & sub. 8.89 
Pub. Serv. of N. H. .. 10.00 
Twin St. Gas & Elec. 11.83 

Niagara Hudson Power 
iag. Elec. .... 


-67 
71 
61 
39 
99 


6.59 
6.88 
5.02 


3.24 


> 
> 
& 


North American Co. 
Cleve. El. Illum. ... 
Ill. Ia. Pow. & sub. .. 
Kansas Pow. & Lt. .. 
Mo. Power & Light .. 
Potomac El. Power .. 
St. Louis Co. Gas .... 

. Elec. of Mo. 


Wisc. Gas & Elec. . 
Wisc. Mich. Power . 


Penn. Gas & Elec. 
No. Penn. Gas & sub. 


Portland Elec. Power 
Port. Gen. Electric .. 


Sioux City Gas & Elec. 
Iowa Pub. Service ... 
— © Gas & Elec. 


VPAN NPRPPH 
NACH Nunwwod 
NADA “COMO E 


wo 
&S 
~ 


60 
uw 
& 


11.22 


Southwn. Develo 
West Texas Gas . 


Standard Gas & Elec. 
Calif. Oregon Pow. .. 


t 
eos 16.51 


9.63 


in the financial services (though in less 
convenient form) but the statistics and 
ratios for depreciation and maintenance 
present interesting new material. Not 
all companies issue maintenance figures, 
and the amount of depreciation charged 
for income tax purposes (as contrasted 
with the figure reported to stockholders) 
is seldom or never published, while the 
various ratios presented in the SEC re- 
Port are not usually available in the 
teference books. As the latter are of 
special interest as yardsticks to compare 
the depreciation and maintenance poli- 
cies of the various systems, we reproduce 
some of them (omitting a few of the 
smaller companies), for the year 1939 
only, on pp. 358 and 359. 


Depr. Main- Depr. 


Duquesne Lt. & sub. . 
Louisville Gas & Elec. 


sub. 

Mt. States Power ... 

North. States Pow. 
(Minn.) & sub. ... 

Okla. Gas & Elec. .. 

San Diego Con. Gas 
& El 


Wisc. Pub. Svc. & sub. 


United Gas Improvement 
Conn. Light & Power 
Pow. & Light ... 
Luzerne Co. Gas & El. 
Phila. Elec. & sub. .. 


United Light & Power 
Columbus & South. 
Ohio Electric 
Iowa-Nebr. i 
ow. & sub. 
Kansas C. Pow. & Lt. 
Madison Gas & Elec. 
Mich, Con. Gas. 
Milw. Gas Light .... 
San Ant. Pub. Serv. 


Util. Power & Light 
Cent. States Power & 
Lt. & sub. 
a Pow. & Lt. & 
Laclede Gas Light .. 


Utility Service 
Marion-Res. Power .. 


Washgn. & Suburban 
Wash, Gas. Lt. & sub. 


* Claimed. 
+7 Estimated. 


SEC Questions 


Amt.) 
9.66 


9.06 
12.00 
15.50 

8.29 


Der. Main- Depr. 


ten- and 
ance Maint. 


6.86 16.52 
5.79 17.39 
4.28 9.80 


4.49 
5.55 


8.61 
5.28 
5.95 


(Inc. 
Tax) 


14.00 


Buying of Junior 
Securities in Open Market 


Bi iow SEC recently disapproved an 
application by Washington Gas & 
Electric Company to purchase its junior 
bonds in the open market, since it ap- 
peared improbable that they could be paid 
in full at maturity, but permission was 
given to purchase the senior bonds. The 
commission referred to the “probable in- 
equities of a company in such a weak 
financial condition using free cash for the 
retirement of junior obligations, when 
there is a substantial amount of senior 
securities outstanding.” 

The commission also ruled that no 
bonds could be purchased from any offi- 
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cers or directors of the holding company 


system, or from or through any firms’ 


with which such individuals have any 
connection. 

It is not clear whether the SEC in- 
tended to establish a broad precedent in 
this case, however, as the amount in- 
volved was very small ($100,000) and 
the commission evidently thought that 
customers of the banking house, A. C. 
Allyn & Company, had enjoyed some ad- 
vantage in disposing of their bonds to the 
company. 

™ 


SEC Orders Complete Separation 


of Service Units 


HE SEC late in August rendered 

a decision forbidding Electric 
Bond and Share and its subsidiary serv- 
ice company, Ebasco Services, Inc., from 
having any interlocking personnel or 
management drawing joint salaries from 
both companies, It is also indicated that a 
general rule of this character may be ap- 
plied against all registered utility hold- 
ing companies. (See also p. 371.) 

The commission’s objection to inter- 
locking management is said to be due 
partly to fears that service companies 
are being used as an instrument to con- 
trol subsidiaries, and also to the difficulty 
of figuring cost of service by allocating 
accurately the time of officers and em- 
ployees between service company and 
holding company. 


¥ 


Arm’s-length Bargaining Again 


ee question of arm’s-length bar- 
gaining, held in abeyance while the 
SEC collected two volumes of data and 
opinions from the utilities and the invest- 
ment bankers, has been revived recently 
by SEC orders against Dillon, Read & 
Company and the Mellon Securities 
Corporation. These two firms had ar- 
ranged to head underwriting syndicates 
to handle substantial bond issues for sub- 
subsidiaries of United Light & Power 
Company: $29,000,000 Columbus & 
Southern Ohio Electric Company 34s 


(Dillon, Read & Company), and $16, 
500,000 San Antonio Public Service 3} 
(Mellon Securities Corporation). Both 
firms must show that they have not been 
affiliated with the system in the past to 
such a degree as to jeopardize the prin- 
ciple of “arm’s-length bargaining.” 
However, this will not delay the bond 
offerings, as it is merely necessary to im- 
pound the underwriting fees. 

The action against Dillon, Read is the 
third against that company, all the ac- 
tions involving subsidiaries of United 
Light & Power. 

The present difficulty in the cas 
of Mellon Securities Corporation may 
lie in the fact that the Mellon family has 
large common stock holdings in both 
Mellon Securities Corporation and Kop- 
pers Company, while the latter owns 
stock in United Light & Power. 


¥ 


North American 


Ns American and _ Utilities 
United Light and Power systems 
each have approximately a one-fifth in- 
terest in Detroit Edison. In ruling on 
the latter’s application for an exemption 
as a subsidiary, the SEC recently de- 
clared the company a subsidiary of 
North American, but not of United 
Light and Power. (See also p. 378.) 
Coming at a time when news was scafe, 
“gossip” writers gave the Edison news 
considerable publicity and speculated on 
the possibility that North American 
would distribute part of the stock to its 
own stockholders, or make a public offer- 
ing, in order to reduce its interest from 
19.3 per cent to less than 10 per cent. 
These reports have been denied by the 
company, which has also filed a petition 
with the circuit court of appeals for a 
review of the SEC decision. 

Hearings were to be resumed Septem- 
ber 9th on the North American integra- 
tion plan. It was understood that the first 
group of subsidiaries to be considered 
would be the Wisconsin companies, later 
St. Louis and Illinois-Iowa, with Detrott 
Edison to come up at some later date (if 
the order stands). 
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dl What Others Think 


How Will the Conscription Bill 
Affect Utilities? 


nN these lines are written, Congress is 
still struggling with legislation de- 
signed to impose some form of compul- 
sory military training on the youth of 
the United States during peacetime. Al- 
ready approved is a measure enabling 
the President to mobilize the National 
Guard during peacetime. 

For utility executives who must plan 
operations considerably in advance, the 
possibility of both of these measures tak- 
ing young men out of key positions is a 
minor problem, yet one worthy of seri- 
ous consideration. The Washington cor- 
respondent for Telephony (issue of Au- 
gust 10, 1940), organ of the independ- 
ent telephone industry in the United 
States, has this to say on the subject: 


The net result of either National Guard 
mobilization or peace-time conscription is 
not likely to be so burdensome as to consti- 
tute a serious operating problem for the in- 
dustry, provided steps are taken now to in- 
crease the margin of technical-trained per- 
sonnel reserves. The degree of desirable in- 
crease would vary with each company. But, 
for the average fair-sized company, an in- 
creased margin of reserve would probably 
run around 10 per cent. 

Of course, this does not mean increasing 
the payroll for male technicians by 10 per 
cent. It does not mean that the payroll has 
to be increased much, if at all, beyond the 
needs of ordinary growth of operations. It 
does mean concentrating on training tech- 
nical substitutes, particularly among the 
younger unmarried men in your organiza- 
tion so that temporary displacements caused 
by conscription for National Guard service 
can be handled smoothly. 


predicted, there will be no wholesale ex- 
emptions this time, but only deferments 
based upon consideration of dependency, 
business disturbance, or occupation con- 
nected with defense, where does that leave 
the electrical industry? 

While it is too soon to know what the 
industry will do, certain power company - 
executives have already indicated that un- 
less key men are involved they will make no 
effort to claim right of deferment. 

However, for some time the government 
has insisted that an adequate power supply 
was a prime requisite for national defense. 
Upon that assumption it would be logical to 
expect that utility men might largely fall 
in a deferred classification, as well as those 
working on power supply and distribution 
equipment for utilities. 

On the other hand, an army requires a 
great many trained electrical men and, as in 
the last war, these men must come very 
largely from industry. The difference might 
be that the Army will be less wasteful this 
time of special talent and call only such 
members as are actually required for special 
work, and not, as in 1917 and 1918, put 
trained electrical men who enlisted as engi- 
neers into almost everything but engineering 
work. 

If those in charge of selection of men for 
military training will call for only such ex- 
perience as they have actual need, the drain 
upon utilities and manufacturers will not 
be nearly as great as it was a quarter of a 
century ago. 

In the hurly-burly of war, when speed is 
of such great importance, waste of money, 
equipment, and man-power can be expected. 
In peacetime, however, more considerate ac- 
tion would be expected, with the result that 
business and essential defense operation 
should suffer the minimum disturbance. 


This same thought regarding the part 


to be played by specially trained recruits 
| ee the standpoint of the electric in the rearmament program was also dis- 
utility industry, the Electrical World cussed by the Washington dispatch in 


makes this contribution in the form of the Telephony article, already mentioned, 
an editorial : as follows: 


While Congress debates the calling of the 
National Guard and conscription, every em- 
ployer and every young man wonders how 
he will be affected. If, as has been freely 
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... it is by very reason of the fact that you 
cannot go out on the street and pick up a 
good telephone technician that the Army 
and Navy have special need to draw upon 
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the reserves of the telephone companies in 
proportion to the increase in our armed 
forces. The Signal Corps will want to “bor- 
row” a number of telephone men as part of 
the Army training program. 

These men will be taught to use their 
technical knowledge for regular field com- 
munications work. Unquestionably the indus- 
try will be glad and proud to codperate. But 
the situation calls for advance planning in 
the form of stepping up technical personnel 
reserves as already described. Information 
as to what may be expected of individual 
companies along this line will undoubtedly 
clear through the industrial associations. 


n planning for possible displacement 
| of individual male employees for 
military training, the logical first step 
would be a check-up on actual personnel 
to determine just how many employees 
and officials are (1) associated with the 
National Guard or other military reserve 
organizations; (2) how many men are 
between the ages of twenty-one and 
thirty-one, unmarried, and without de- 
pendents. 

Utility management must also bear in 


mind probable provisions of law which 
require employers to hold open jobs for 
men who have been called up for train- 
ing. Of course, most utility companies 
would want to do this anyhow without 
statutory mandate. But as a matter of 
record, it is necessary to keep the legal 
obligation in mind in planning any per- 
sonnel program. The New York Tele- 
phone Company has already announced 
a very generous arrangement for taking 
care of its employees called up for mili- 
tary training. 

The restriction of the proposed peace- 
time conscription to unmarried young 
men without dependents between the 
ages of twenty-one and thirty-one prob- 
ably cuts down to some extent the num- 
ber of eligibles now in utility employ- 
ment. 

This is by reason of a rather obvious 
factor that any man who is occupying 
a key position in a utility organization 
is quite likely to be either (a) over 
thirty-one, or (b) married. 





Our National Water Resources 


N a recently published pamphlet, en- 
titled “Our National Resources,” the 
National Resources Planning Board dis- 
cussed briefly the problems connected 
with water use and water control. The 
board said that a hydro power problem 
may be complicated by requirements for 
navigation, water supply waste, dilution, 
or flood control. Likewise, irrigation may 
be complicated by water pollution (nat- 
ural or man-made). In short, all related 
phases must be provided for in a just 
solution of a one-phase problem. 
Discussion of water resources needs, 
therefore, according to the board, should 
be based on constant thought in terms of 
“integrated” or “comprehensive” plans. 
After reviewing problems in connection 
with drainage basins and ground water 
supply, the board had this to say on the 
subject of “multiple-purpose projects” : 
The foregoing review suggests that physi- 


cal works for the use or control of water 
ought to be so built and operated as to serve 


not only a single primary purpose, but also 
as many related purposes as possible. That 
such design has not been more common in 
the past has been due to diversity of interest 
among the constructing agencies. But with- 
in the past few years there has been a great 
advance both in understanding and in ap- 
plication of the principles of multiple-pur- 
pose design of water projects. Substantial 
progress has been made in codrdinating Fed- 
eral and state interests in such projects. The 
Army Engineers have built the Bonneville 
dam on the Columbia river for both naviga- 
tion and power, and the Tygart dam on the 
Kanawha river for navigation and flood 
control. The Bureau of Reclamation has 
built the Grand Coulee dam on the Colum- 
bia and the Boulder dam on the Colorado for 
irrigation, flood control, and power, the lat- 
ter project involving agreements with sev- 
eral states through an interstate compact. 
The Grand River dam in Oklahoma is built 
by the state with provisions for flood con- 
trol designated and paid for under Federal 
authority. The complete river project of the 
Tennessee Valley Authority provides navi- 
gation facilities designed by the Army En- 
gineers and flood control and power as de- 
signed by the authority, with full considera- 
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LOCATION AND PROPORTION OF POTENTIAL WATER POWER IN 
UNITED STATES 


tion of other interests of the affected states. 
Other national resources touched upon 
in the pamphlet included: Population, 
economic consumption, production, trans- 


portation, communication, energy, land, 
forests, recreation and wild life, min- 
erals, research, invention, health, public 
works planning, and education. 





State Agency Looks into “Share-expense” 
Travel Tours 


¢¢ C HARE-EXPENSE” automobile trips, 
inaugurated by individuals and 
unlicensed “travel bureau” concerns, in 
violation of the motor transportation 
laws of Oregon, are getting the atten- 
tion of Ormond R. Bean, state utilities 
commissioner of Oregon, who recently 
ordered a thorough investigation in con- 
junction with the state police, the law- 
enforcing agency under the Motor Act. 
Information has come to the commis- 
sioner that a nation-wide system of 
“share-expense” operation is being car- 
ried on by unlicensed and uninsured 
“bureaus” and auto drivers in violation 
of not only the Oregon law but motor 
laws of other states. 
Commissioner Bean 
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already has 


brought this matter to the attention of 
the Interstate Commerce Commission 
officials and, in several cases, has turned 
over telling evidence. In one case a 
southern Oregon judge fined a “share- 
expense” driver who had violated the 
Oregon Motor Transportation Act, $150 
and costs. In this instance the car was in 
a crash which sent one passenger, a 
Seattle resident, to the hospital. The 
judge decreed that the driver of the car 
also should pay the doctor and hospital 
expenses of the injured passenger. 

In many instances the drivers of these 
cars do not carry any personal liability 
insurance and the passengers are running 
a personal risk of serious injury and 
death, Bean said. Insurance policies are 
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null and void if cars are used while per- 
forming an illegal act such as carrying 
passengers without protection. 


ye paps has been received by Bean 
of a current case where a certain 
car made over for hearse use was driven 
to Omaha where the Oregon license 
plates T 1-817 were transferred to a 
sedan on an Omaha parking lot and the 
car driven into Oregon where the driver 
was arrested for violation of the Motor 
Act. Six passengers were driven in this 
car on a “share-expense” scheme, two 
of the passengers doing the driving. The 
car was apprehended and the arrest made 
near The Dalles by a state patrolman. 
The driver of the car pled guilty and was 


fined with costs. The charges were haul- 
ing passengers for hire from Omaha to 
Portland without first acquiring an 
Oregon PUC permit and switching Ore- 
gon license plates. Commissioner Bean 
stated : 


We are just starting this probe, and no 
stone will be left unturned to bring to justice 
those persons or concerns violating the 
Motor Transportation Act. In further pro- 
tection of the public, charges of a serious 
nature have come to our attention and out 
of many cases of this share-expense trans- 
portation scheme may result charges of vio- 
lation of the Mann white-slave law. 

The so-called “travel bureau” also is un- 
der investigation as evidence has reached our 
office that the “travel bureau ring” is na- 
tion-wide in scope and the information we 
are gathering is being turned over to Fed- 
eral authorities as “travel bureaus” of this 
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nature are required to operate under ICC 
license. 

The scheme in this for-hire “share-ex- 
pense” idea, aided and abetted through false 
advertising on the part of individuals as 
well as organizations hiding under the name 
of “travel bureau,” is to receive from the 
prospective traveler a sum of money which 
is paid to the travel bureau, which demands 
that the passenger shall sign a liability re- 
lease. This fee is for “making the contact” 
between driver and passenger ; then the pas- 
senger must sign another liability release to 
the driver of the car when the said passen- 
ger pays a second fee to the driver. 


The office also has uncovered instances 
where some passengers have paid these fees 
and then when many miles from their desti- 
nation, the drivers, alleging shortage of funds 
with which to buy more gas and oil, have 
demanded more money from their passen- 
gers. In other cases some passengers have 
been left stranded and without funds. The 
passengers do not know that they are travel. 
ing without protection of insurance or lav, 


The Oregon state police department 
is coOperating vigorously with Commis- 
sioner Bean to stamp out this racket. 





Moving American Defense Forces 


N the walls of an unpretentious gov- 
ernment office in Washington, 
D. C., is a new sort of “war map.” It is 
dotted with small red pins, pink arrows, 
and red and green tags held in place by 
thumb tacks. The story it tells is how 
America’s largest troop movement by 
rail since the World War was handled 
to the complete satisfaction of the War 
Department. It was all explained in a re- 
cent release by the Association of Amer- 
ican Railroads from Washington, D. C. 
As hundreds of special trains moved 
from all parts of the country toward the 
maneuver areas of the four armies, the 
map was changing constantly. Progress 
telegrams came in at the rate of about 
one a minute, telling the location of 
trains carrying National Guardsmen and 
members of the regular Army. This in- 
formation, received by the military trans- 
portation section of the car service divi- 
sion of the Association of American 
Railroads, was immediately passed on 
to the commercial traffic branch of the 
Quartermaster General’s office, where it 
was recorded on the map. 
The huge map is divided into four 
pe each representing the area covered 
y one of the four armies. It shows, 
among other things, the rail lines lead- 
ing to the concentration districts, with 
junction points indicated by red pins and 
detraining points by pink arrows. Green 
tags represent units of the regular Army 
and red tags, the National Guard. 
As the wires came in, the tags 
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were moved. During the days of the 
heaviest troop movement, men remained 
on the job day and night to keep the map 
up to the minute. Thus was the War 
Department kept informed of the where- 
abouts of each train from the time it 
started until it reached its destination. 


oT since the World War have the 
N government and the railroads at- 
tempted to keep their fingers so closely 
on a troop movement. The importance 
of this lies in the frequent necessity, es- 
pecially in wartime, of diverting a troop 
train, and considerable time would be 
lost in accomplishing this if the location 
of the train were not known constantly. 
The recent movement, then, was as much 
a test of planning as of transportation. 
The map in the Quartermaster Gen- 
eral’s office bore mute evidence of how 
well the test was met. It revealed that, 
in spite of unfavorable conditions such 
as excessively hot weather in some sec- 
tions and torrential rains and winds of 
hurricane proportions in others, trains, 
on the whole, maintained their schedules, 
and some were even ahead of time. It 
revealed, too, that the War Department 
knew the approximate location of each 
train at all times. As little as fifteen 
minutes passed between the time a tele- 
gram was sent and the information was 
recorded on the map. 
This achievement was the direct re- 
sult of careful planning, preparation, 
and codperation on the part of both the 
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necessary equipment when and where it 
was needed. Schedules were worked out 
by the regional passenger associations in 
codperation with the military authorities 
and the operating departments of the 


rilroads and the government. On Au- 

st Ist, the car service division of the 
Association of American Railroads cre- 
ated the military transportation section, 
the duties of which were to maintain 


irtment 
ommis- 
ket. 


dose liaison between the military au- 
thorities and the railroads. Headquarters 
were set up in the office of the Quarter- 
master General in Washington, with 
Arthur H. Gass, a railroad officer of 
wide experience along this line, in 
charge. 


HE new section’s first job was to 
transport 150,000 troops and their 
equipment to certain areas throughout 
the United States so that they could par- 


railroads affected. Field representatives 
were appointed to assist in the smooth 
operation of troop and supply trains, and 
railroad operating and passenger traffic 
officers were assigned to ride these 
trains. The office of the military trans- 


portation section became the nerve 


center of the entire operation, and re- 
ports on the progress of the movement 
were to be sent in promptly. 

The steady march of the little red pins, 
pink arrows, and red and green tags 





of the ticipate in mock warfare. Following the across the face of the huge map in the 
nained MJ maneuvers, the men were to return Quartermaster General’s office, faith- 
le map BM home. fully reflecting the movement of hun- 
> War Both movements were scheduled for dreds of special trains all over the con- 
vhere- HM that period when the railroad’s summer _tinent, was the result of the biggest piece 
ime it MM business was at its height and passenger of transportation planning ever under- 
ion. equipment was being used for the large taken by the War Department and the 
volume of vacation travel. railroads in time of peace. In fact, at its 
ve the Immediate steps were taken to insure 3-day peak, the movement of troops sur- 
ds at- HM successful handling of the troops. Ar- passed anything carried out during the 
— rangements were made to obtain the World War. 
y, es- 
be A Review of West Virginia Regulation 
cation r three consecutive issues of the West Gas utilities and railroad companies 
antly. Virginia Law Quarterly there is ap- date the growth of their commercial op- 
much pearing a series of articles entitled “The erations in America from the very first 
ation. West Virginia Public Service Commis- quarter of the nineteenth century. Tele- 
Gen- sion,” by C. A. Peairs, Jr., of the faculty graph service had come into popular 
how of the Northeastern University, Boston, usage before the Civil War, while elec- 
that, Mass. This series, which began with the tricity and the telephone utilities were 
such April issue of the West Virginia Uni- both well on their way to becoming ma- 
Sec- versity publication, sketches a rather de- _ jor industries before the turn of the cen- 
is of tailed and interesting history of regula- tury. Yet, it was not until 1907 that full- 
ains, tion in West Virginia. More than that it fledged state commission regulation, with 
ules, speculates upon the progress of utility substantial jurisdiction over rates and 
e. It regulation generally. service, appeared in New York and 
nent Mr. Peairs approaches the subject Wisconsin. 
each rather philosophically, pointing out that 
teen “a distinct lag is usually to be noticed Fe obvious reasons, it was the rail- 
ele- in the development of new legal institu- roads which first attracted regulatory 


tions” —meaning that the need for com- 
mission regulation was felt considerably 
in advance of the actual creation of such 
bodies as part of our governmental 
pattern. 
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attention, but early efforts along this line 
were experimental. Even in the field of 
railroad regulation, it was not until 1875 
that commissions were given actual 
powers of control. Before that they were 
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largely advisory or investigatory boards. 
West Virginia inherited its early regu- 
latory ideas from its mother state of Vir- 
ginia. It reénacted in 1863 the existence 
of a “board of public works” created 
by the Virginia legislature in 1816. The 
principal duty of this board (composed 
entirely of ex officio members of the 
cabinet) was to take care of the few re- 
maining toll-charging turnpikes, notably 
the historic Cumberland pike. A “rail- 
road commission” was created in 1877, 
but was largely an advisory body. 

It was not until 1913 that the West 
Virginia Public Service Commission— 
since one of the most active and influ- 
ential of all state regulatory bodies— 
came into statutory being. The original 
West Virginia Act, Mr. Peairs tells us, 
“was largely a copy of the Wisconsin 
act, with reflections of the Interstate 
Commerce Act to provide for uniform 
regulation as to railroads.” As it was 
finally amended in 1915, there has not 
been very much change in subsequent 
years. 

It is a body composed of three mem- 
bers appointed by the governor with the 
approval of the state senate. Describing 
the day-to-day work of the commission, 
Mr. Peairs states: 

The great majority of litigation before 
the commission consists of informal com- 


plaints. The commission handles from three 
to four hundred informal cases annually, 
These are made by letter or by personal 
call, and are disposed of, usually after fac. 
tual investigations, and, occasionally, legal 
work on the part of the commissioners, as 
often as possible by a compromise or other 
settlement satisfactory to both parties, If 
this is impossible in any case, the complaint 
must be made formal, to satisfy due process 
requirements. A formal complaint is filed 
with the commission, and a complete hear- 
ing had, with a stenographic record, and 
transcript, of all the proceedings, as soon 
as is consistent with proper notice to all 
parties concerned. Some cases may be dis- 
posed of quickly, but others take all the 
time of the commission for weeks or even 
months. The commission then renders a 
written opinion, similar to that of an appel- 
late court, accompanying its order. The 
commission handles a great many of these 
formal cases—3,000 since its inception, or 
over 100 per year. 


EVIEWING the record of the West 

Virginia commission in the field of 
formal regulatory litigation, Mr. Peairs 
finds that the decisions of the state board 
have compared favorably with other 
leading regulatory bodies. Perhaps the 
most distinct contribution of this active 
body to the regulatory law has been in 
the field of natural gas regulation, where 
the commission has pioneered in laying 
down principles which have received 
subsequent recognition and approval 
from other quarters. 





A Survey of the 
American 


HE extent to which excessive taxes 
work hardship upon industry and 
individuals is indicated by a survey of 
183 representative American corpora- 
tions, recently made by the American 
Federation of Investors. The statistical 
data upon which the study is based were 
compiled by the Federation, in codper- 
ation with the corporations listed in the 
tabulation printed in the July issue of 
Investor America. The statistical analy- 
sis is published under the signature of 
Charles A. Segner. 
All figures used were taken from the 
official records of the various companies 
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Tax Burden of 
Industry 


and may be depended upon as authen- 
tic. Footnotes are used to explain par- 
ticular situations. This survey of taxes 
for 1939, paid in most instances this 
year, reveals the following astounding 
facts: 


1, American industry paid almost twice 
as much in taxes in 1939 as was paid in 
dividends on common stock. 

2. Taxes on industry amounted to more 
than one-half of net earnings, before taxes 
and dividends. 

3. Taxes for 1939 paid by the 183 compa- 
nies included in the study were equivalent 
to $329 per common stockholder and to $61! 
per employee. ; 


368 





m three 
annually, 
personal 
ter fac. 
ly, legal 
NETS, as 
or other 
rties, If 
>mplaint 
- Process 
is filed 
te hear- 
rd, and 
as soon 
e to all 

e dis- 
all the 
or even 
nders a 
n appel- 
er. The 
of these 
tion, or 


West 
ield of 
Peairs 
» board 

other 
ps the 
active 
een in 
where 
laying 
ceived 
proval 


WHAT OTHERS THINK 


























eel | 






































“GIMME A DOLLAR IN QUARTERS, PAL. GOTTA LEAVE TH’ LIL’ GIRL 
A TIP FOR TH’ SHWELL LONG-DISTANCE SERVICE” 


4, These taxes amounted to an average of 
$3.05 on each share of common stock, where- 
as the total amount paid in dividends was 
equivalent to an average of but $1.62 for 
each share of common stock. 

5. Gross assets of these 183 corporations 
totaled $45,545,000,000. 

6. Total taxes paid for the 1939 fiscal year 
were $2,065,000,000. 

7. Aggregate net earnings of these com- 
panies for 1939 were $1,761,000,000, after 
taxes. 

8. Taxes consumed 54 per cent of the net 
earnings (before taxes) of the 183 compa- 
nies—more than one-half of such earnings. 

9. The earnings of 7 of these companies 
were completely wiped out by taxes, leaving 
the companies “in the red” for the year. 
Twenty other companies, with earnings suffi- 
cient to justify modest dividends if taxes 


ferred and common stock have invested all 
or a portion of their savings in the 725,- 
000,000 shares of these 183 companies. 

11. The average number of common 
shares owned by each of the 6,286,000 com- 
mon stockholders in these 183 companies is 
108. More than three-fourths of the com- 
mon stockholders own not more than 100 
shares each. 

12. The total number of employees of 
these 183 companies in 1939 averaged 3,- 
378,000, or less than one-half the number of 
investors in common stock. The average 
number employed per company in 1939 was 
18,460, compared with an average of 17,373 
per company in 1938. 


XCESSIVE taxes last year forced 
many corporations to pay no divi- 


had been reasonable, found it advisable to . 
withhold dividends because excessive taxes dend at all or dividends too small to en- 


so seriously reduced the amounts available. COUTage investment. Many small com- 
10. More than 7,000,000 holders of pre- panies performing an essential service 
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are finding it impossible to continue busi- 
ness under present circumstances. 
Among the 183 representative Ameri- 
can corporations studied in Mr. Segner’s 
tabulation were included the following 
utility companies other than railroads: 
American Telephone and Telegraph 
Company, American Water Works & 
Electric Company, Cities Service Com- 
pany, Columbia Gas & Electric Com- 
pany, Commonwealth Edison Corpora- 
tion, Consolidated Edison Company, 
Detroit Edison Company, Middle West 
Corporation, Niagara Hudson Power 
Corporation, North American Company, 
Pacific Gas and Electric Company, Peo- 


ples Gas Light & Coke Company, Pub- 
lic Service Company of New Jersey, 
Southern California Edison Company, 
United Gas Improvement Company, 
Western Union Telegraph Company. 

For each corporation listed the 
tabulation gives the total assets in dol- 
lars, the total taxes paid in 1939, net in- 
come taxes, the percentage of taxes to 
net earnings, taxes per common share, 
dividends per common share, taxes per 
common share holding, and taxes per 
employee. 

There were also given total shares out- 
standing, total number of stockholders, 
and employees. 





TVA Power and Aluminum Supply 


RECENT issue of the Commercial & 
Financial Chronicle contained an 
article on “Power without Glory” by 
Ernest R. Abrams, describing the in- 
ability of TVA to handle satisfactorily 
the current and anticipated power needs 
in its territory, especially for increased 
aluminum production for the airplane 
defense program. Norris dam has ap- 
parently proved disappointing as a power 
source due to the fluctuation of water 
supply in the Tennessee valley. Hence 
there might appear to be justification for 
the additional appropriations for TVA 
of approximately $65,000,000 (over the 
next three fiscal years) granted by Con- 
gress at the urgent request of the Na- 
tional Defense Advisory Commission. 
But as Mr. Abrams points out, pri- 
vately owned electric utilities within 
transmission range of the Tennessee 
valley have sufficient surplus power to 
meet this anticipated aluminum demand, 
although the price of such power would 
be about one mill per kilowatt hour more 
than the present cost of TVA power to 
the Aluminum Company. 
Mr. Abrams also reveals that the 
Aluminum Company in the period 1910- 


34 expended some $45,000,000 to de- 
velop hydroelectric facilities on the 
little Tennessee river, cooperating with 
the U. S. Army Engineers, the only Fed- 
eral agency having full jurisdiction at 
that time. The TVA, however, appar- 
ently feeling that this would interfere 
with its own development work, bought 
two small tracts of land in the heart of 
the Aluminum Company’s reservoir site, 
effectively spiking any plans for private 
development. Hence Aluminum Com- 
pany has had to “play ball” with the 
TVA rather than complete its own de- 
velopment, which would have added, ac- 
cording to Mr. Abrams, over six times 
the volume of power involved in the 
present increased TVA appropriation. 


oe Congress has emphasized 


“national defense” in creating 
TVA, the latter has contracted away its 
hydroelectric power (except for the out- 
put of the Sheffield steam-electric plant, 
which theoretically is reserved for stand- 
by use), and dependable power is not 
generally available for defense purposes 
now that it is needed. 

—O.E. 
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The March of 
Events 


“Shared” Officers for Service 
Companies Restricted 


HE Securities and Exchange Commission 
Taeae a new regulatory policy on the 
subject of interlocking officers, employees, and 
directors jointly paid by holding companies 
and service companies. This was first an- 
nounced in the form of a letter from the 
director of the commission’s public utilities 
division, Joseph L. Weiner, addressed to vari- 
ous companies affected. 

The letter called, attention to the commis- 
sion’s decision which was later made public 
in the Ebasco Case. This opinion gave sev- 
eral officers holding duplicate positions with 
the Electric Bond and Share Company and 
Ebasco the alternative of either resigning one 
or the other of their positions or having Elec- 
tric Bond and Share pay full salaries for 
such duplicate services. In the latter event 
the mutual service companies being operated 
on a cost basis would, presumably, stand to 
gain through the resulting operating economy. 

The commission warned that if this step 
does not prove effective, it would consider 
the question of complete segregation of di- 
rectors, officers, and employees between regis- 
tered holding companies and subsidiary serv- 
icing companies in the interest of “economical 
and efficient servicing for the benefits of asso- 
ciated companies at cost under the act.” 

The letter from Mr. Weiner directed cer- 
tain other companies to notify the SEC within 
thirty days whether or not they were taking 


National Defense Program 


ECRETARY of the Interior Harold L. Ickes 

on August 26th announced that he had 
submitted a report to the National Defense 
Advisory Commission on industries important 
to the national defense and feasible of estab- 
lishment in the Pacific Northwest. 

The report was prepared by Bonneville 
Power Administrator Paul J. Raver, who was 
in Washington at that time conferring with 
Federal officials relative to the national de- 
fense program. It dealt with low-cost power 
and the mineral and other resources in the 
Bonneville area, and outlined the possibilities 
for the establishment in the Northwest of 
industries vital to national defense. 
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The report was discussed with Defense 
Commissioner Edward J. Stettinius and Gano 
Dunn of the commission when recommenda- 
tions regarding Bonneville power were pre- 
sented, to them by Under Secretary of the 
Interior Alvin J. Wirtz and Administrator 
Raver. 

The 3-part report discussed the needs of 
defense industries such as aircraft, ordnance, 
munitions, and ship building, the basic indus- 
tries whose products are essential to these 
industries, and the availability of Northwest 
resources and raw materials. 

According to Administrator Raver, “high- 
grade iron and alloy steels, the ferro alloys, 
electrolytic zinc, magnesium, nitrates and mili- 
tary explosives, calcium carbide and its de- 
rivatives, and chlorine and chlorates are ma- 
terials which the Northwest can produce due 
to the availability of low-cost electric power 
and raw materials.” 

The report pointed out that owing to the 
availability of low-cost Columbia river power 
three new industries have come to the North- 
west during the present year. These indus- 
tries include the Aluminum Company of Amer- 
ica, the Pacific Carbide and Alloys Company, 
and the Sierra Iron Company. 

In submitting his report to Secretary Ickes, 
Administrator Raver said that increasing in- 
dustrial inquiries for Bonneville power were 
indicative of the growing importance of Co- 
lumbia river hydroelectric power to the in- 
dustrial welfare of the nation. The adminis- 
trator said: 

“These verify the soundness of the outlook 
for an industrial development in the North- 
west, stimulated by low-cost Columbia river 
power, and beginning from a base of electro- 
chemical and electro-metallurgical industries. 
The Bonneville Power Administration there- 
fore calls upon the defense agencies to give 
careful consideration to the rdle that Bonne- 
ville and Grand Coulee can play in national 
defense industries.” 

Administrator Raver last month appeared 
before the House Appropriations Committee 
and asked about $4,000,000 to “take care of na- 
tional defense emergency in the Northwest.” 

The Defense Advisory Commission repre- 
sentatives recently told the Bonneville Admin- 
istrator that large blocks of cheap power are 
essential for defense production. The Bonne- 
ville-Coulee ultimate power capacity will 
approach 2,000,000 kilowatts. During 1941 
alone 540,000 kilowatts of capacity will be 
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installed at Bonneville and Grand Coulee. The 
transmission and substation capacity was said 
to be keeping pace with these installations. 

Administrator Raver told Commissioner 
Stettinius that approximately 300,000 kilo- 
watts of capacity will be available on the 
transmission network within twelve months. 
This timely contribution to the power sup- 
plies of the nation, he said, has been made 
possible by the recently completed intercon- 
nection of Bonneville with the huge Grand 
Coulee dam, by the acceleration of the in- 
stallation of additional generating capacity at 
both Bonneville and Grand Coulee, and by 
the speeding up of other transmission line 
and substation construction. 

President Roosevelt, by Executive Order, on 
August 26th consolidated power marketing 
facilities of the Grand Coulee and Bonneville 
dams to centralize disposal of electric energy 
in the national defense emergency. Mr. Roose- 
velt designated the administrator of the Bonne- 
ville dam as agent for sale and distribution 
of power generated both at Bonneville and 
Grand Coulee. 

The order followed Mr. Roosevelt’s an- 
nouncement of August 24th that “the present 
emergency makes even more pressing the need 
for codérdinating the power facilities of the 
two projects and for providing a single agency 
for marketing the power in the region.” 

As Mr. Roosevelt signed the order he took 
steps to assure municipalities and codpera- 
tives in the Pacific Northwest that they would 
not be barred from access to the low-cost 
power being generated at the great Columbia 
river dams. 


SEC Lists Utilities 


HE Securities and Exchange Commission 

recently made public what might be called 
a “blue book” of 188 operating utility com- 
panies, which embraces all operating companies 
with $5,000,000 or more of assets which are 
subsidiary to registered holding companies. 

It is said to be the most comprehensive 
compilation of its kind ever made, for be- 
tween the covers of the 206-page volume can 
be found almost any vital statistics concern- 
ing these companies. It is the result of a 
study covering the activities of these com- 
panies from 1930 through 1939, prepared under 
the direction of Clarence A. Turner of the 
SEC’s public utilities division. 

As of December 31, 1939, the 188 companies 
had total assets of approximately $14,500,- 
000,000. Regarding them, the report made 
three principal showings: 

1. There have been increases in revenues in 
the last several years, especially in 1939. 

2. A substantially greater coverage of fixed 
charges and preferred dividends has been 
shown over the last few years, particularly 
in 1939, 

3. There have been changes in depreciation 
policies over the last several years. This is 
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indicated by the increase in depreciation 
charges to income and the increase in deprecia- 
tion reserves. (See pp. 357, 358.) 

The survey presents an analysis of operat- 
ing revenues, fixed charges, preferred and 
common stock dividends, capitalization out- 
standing, surplus, assets, fixed capital, depre- 
ciation charges and reserves, and preferred 
stock dividend arrearages. 

There is a chart for each company show- 
ing a graphic picture of income available for 
preferred stock dividends on two bases. 


Seeks RFC Help 


FTER a conference recently with RFC offi- 

cials at Washington, Governor Rivers 

of Georgia expressed hope of having the goy- 

ernment finance development of the $28,000,000 

multiple-power and flood-control project at the 

Clarks Hill site on the Savannah river near 
Augusta. 

Accompanied by State Senator Edgar 
Brown of South Carolina, Governor Rivers 
conferred with officials of the Federal lend- 
ing agency over a proposal for the govern- 
ment providing funds for a joint bonding issue 
between the states of Georgia and, South Caro- 
lina for development of the Clarks Hill 
project. 

The plan calls for joint control and operation 
of the project by the two states, rather than 
as a government enterprise, with the govern- 
ment loan suggested for financing the $28,- 
000,000 bond issue repaid out of proceeds from 
the sale of power over a period of thirty years. 
Title to the power development would revert 
to the two states after the loan had been 
liquidated. 


Files for Presidential Permit 


HE Nevada-California Electric Corpora- 
\ ee with its principal office at River- 
side, Cal. recently filed with the Federal 
Power Commission an application for a Presi- 
dential Permit under Executive Order No. 
8202 for the operation and maintenance of 
facilities at the border of the United States 
for the exportation of electric energy into the 
Republic of Mexico. 

The applicant stated it was not aware of the 
effect of Executive Order 8202 until receipt 
of the commission’s letter enclosing a copy 0 
such order and requiring the filing of an ap- 
plication for a Presidential Permit. The main- 
tenance and operation of facilities for export 
of electric energy have not been previously 
authorized under Presidential Permit, the ap- 
plicant stated, but added that Yuma Utilities 
Company and Southern Sierras Power Com- 
pany (to which the applicant is successor in 
interest) were granted permission, prior to the 
effective date of Executive Order 8202, to 
export energy under contracts filed with the 
commission, ; 


372 





ciation 
precia- 


)perat- 

and 
n out- 
depre- 
ferred 


show- 
le for 


ration 
* than 
vern- 
$28,- 
from 
years, 
revert 
been 


THE MARCH OF EVENTS 


Reply to SEC Insurance Study 


n reply to the Securities and Exchange 
] Commission study on life insurance, a com- 
mittee of life insurance officials, headed by 
Leroy A. Lincoln, president of Metropolitan 
Life Insurance Company, recently submitted 
a 107-page statement to Senator Joseph C. 
(’Mahoney, chairman of the Temporary Na- 
tional Economic Committee, for inclusion in 
the record of the proceedings. 

The statement, signed by 151 life companies 


which represent 60.9 per cent of total assets 
of all life companies in the United States and 
63.7 per cent of the total life insurance in 
force in such companies, was presented in an- 
swer to testimony taken before the monopoly 
committee during the last two years. 

Unable to obtain a hearing in which the 
industry sought to present its testimony in “its 
own words and in its own way,” the indus- 
try obtained permission from Senator O’Ma- 
honey to prepare its statement for inclusion 
in the record. 


Alabama 


May Not Use TVA Power 


owER from the Tennessee Valley Authority 
not be used by the $15,000,000 alumi- 
num plant to be built in Alabama by the Rey- 
nolds Metal Company, according to a recent 
press dispatch from Washington. The latter 
quoted M. M. Caskie, vice president, as say- 
ing the cost of generating power with a coal- 
burning plant was being studied. 


The company recently obtained a $15,800,- 
000 loan from the RFC with which to finance 
the plant and it was announced the latter 
would be built somewhere in north Alabama 
where TVA power would be available. Al- 
though Arkansas and other states have bid 
for location of the plant, R. S. Reynolds, Jr., 
treasurer of the concern, had been quoted as 
saying the decision to locate in Alabama was 
fairly definite. 


Arkansas 


Power Projects Recommended 


A $79,000,000 development of the White 
river basin, with dams and reservoirs to 
produce vast quantities of electric power and 
protect 28,000 miles from floods, was recom- 
mended by the War Department to Congress 
last month. 

Lieutenant Colonel Stanley L. Scott of 
Little Rock, acting division director of United 
States Army Engineers, said the proposed 
dual dams would “be the hub around which 
the future prosperity of Arkansas” would 
turn, 

R. E. Overman, chairman of the state flood 
control commission, said the projects would 
mean “the emancipation of Arkansas.” The 
program would provide: 

1, Construction of a 40,000-acre reservoir at 
Wildcat Shoals in Baxter county and a dam 
223 feet high and 2,235 feet long at Bull 
Shoals, 12 miles distant. It would have a total 


power installation of 140,000 kilowatts, with 
an initial installation of 105,000 kilowatts. The 
first cost would be $42,000,000. 

2. Construction of a 30,000-acre reservoir 
and a dam 206 feet high and 4,600 feet long 
at Table Rock, also on the White river in 
southwestern Missouri. Its total power in- 
stallation would be 120,000 kilowatts, with an 
initial installation of 80,000 kilowatts. The 
cost would be $37,000,000. 

These projects would be in addition to six 
reservoirs already authorized by Congress, 
but would be almost equal in flood-control 
capacity to all of the other six combined. 

H. W. Blalock, member of the state utilities 
commission, saw the project as a connecting 
link between the Tennessee Valley Authority 
on the east and the Grand river development 
on the west. He said an interconnected sys- 
tem, including the Federal plants and private 
companies, would “practically assure a con- 
tinuous flow of economical power.” 


California 


Power Rates Reduced 


T= state railroad commission recently 


announced a$5,000,000-a-year gas and elec- 


tric rate. reduction for northern California. 


The cut will save electric consumers of the 
Pacific Gas and Electric Company $2,000,000 
a year and its gas patrons $3,000,000. 
Commissioner Ray C. Wakefield said the 
reduction would become effective in October 
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and “is the largest single reduction ever made 
by the California Railroad Commission on 
any utility’s rates in the 28-year life of the 
railroad commission.” 

Most of the reductions will apply to domes- 
tic and commercial customers. Suggestions 
which were given the state commission by rep- 
resentatives of cities during the 10 regional 
conferences held in July, will have considera- 
tion in the application of the new schedule of 
rates, it was said. 

Commissioner Wakefield said the reduction 
was made possible largely through increased 
earnings brought about by greater customer 
use during the last year. Tax payments made 
by Pacific Gas and Electric Company to the 
Federal, state, and local governments were 
said to be the largest single item of expense to 
the company, even exceeding labor costs. 


City Signs Peace Terms 


S** Francisco’s board, of supervisors and 
public utilities commission came to terms 
on August 21st with Secretary of the Interior 
Ickes in the battle of Hetch Hetchy. Both 
bodies ratified a stipulation as a basis for a 
proposed 9-month stay in the effective date of 
a Federal court order restraining the city from 
further violation of the Raker Act. 

This stipulation, which will preserve to the 
city during the period of the stay the present 
$2,400,000 annual income from PG&E distri- 
bution of Hetch Hetchy power, pledges San 
Francisco to the following program : 

First, an effort to negotiate, by October Ist, 
the lease of PG&E electrical distribution fa- 
cilities in San Francisco, and their operation, 
by January 1, 1941, as a municipal utility. 

Second, the submission of a charter amend- 


ment to the voters, authorizing revenue bonds 
for acquisition or construction of a distribut. 
ing system should the lease effort fail. 

Third, a pledge by city officials to actively 
support the charter amendment and to obtain 
support from civic organizations for its pas. 
sage. 

Fourth, a further pledge to oppose any 
proposal contemplating amendment of the 
Raker Act by Congress in advance of the 
bond election. 

Fifth, agreement that the proposed court 
stay may be dissolved if the city enters into a 
lease affecting Hetch Hetchy power distribu. 
tion which is not acceptable to Socieues Ickes, 

Sixth, to take all action necessary for gen- 
eral compliance with the Raker Act, in accord. 
ance with the Supreme Court’s decision, on or 
before July 1, 1941. 


Utility Withdraws 


b 8 foi sag si of the Pacific Gas and Elec- 
tric Company from competition with 
the Modesto Irrigation District was formally 
approved by the state railroad commission last 
month. 

The commission granted the private com- 
pany permission to sell its distribution facili- 
ties in the area to the irrigation district for 
$325,000. 

Also approved was a contract agreement 
whereby the company would continue to sup- 
ply electric power for distribution by the dis- 
trict. 

The sale and agreement ended seventeen 
years of competition between the private and 
public concerns. PG&E had been serving the 
area with power since 1890. The district be- 
gan competitive operation in 1923. 


Indiana 


Gas Hearings Delayed 


HE state public service commission on 
August 15th postponed until October Ist 
any further hearings on the proposal of the 
newly organized Richmond Gas Corporation 
to buy the Richmond gas plant from the Indi- 
ana Gas Utilities Company for $550,000 and 
convert it into a natural gas plant. 
The postponement was made at the request 
of Will Reller, Richmond attorney and secre- 
tary of the Richmond Gas Corporation. Reller 


told the commission numerous changes might 
have to be made in the capital structure of the 
a plant to conform with commission 
rules. 

Perry McCart, member of the state commis- 
sion, had previously said the newly formed 
Gas Corporation must own the existing inde- 
terminate permit to operate a gas plant at 
Richmond, before sale of the utility could be 
approved. : 

McCart was assured the new corporation in- 
tended to buy the Indiana Gas Utilities’ permit. 


Iowa 


New Gas Rates Filed 


g Bow Des Moines city council recently re- 
ceived and filed a statement of new and 
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old gas rates from C. A. Leland, president of 
the Des Moines gas division, Iowa Power 

Light Company. Leland gave the new domes- 
tic, commercial, and industrial rates, under the 
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ordinance passed August 22nd, as follows: 

The first four therms, 20 cents each; the 
next 11 therms, 17.5 cents each; the next 25 
therms, 16 cents each; the next 100 therms, 13 
cents; the next 300 therms, 10 cents; the next 
1,000 therms, 6.5 cents; and all over 1,440 
therms, 6 cents each. The minimum is 80 cents. 

The only difference from rates charged be- 
fore, according to the statement, was that the 
17.5-cent bracket was 18 cents, and the 16-cent 
bracket was 17 cents. 

Leland’s statement showed charges for the 
first 40 therms used in gas heating of homes 
and in commercial space heating (including 
water heating but not commercial and indus- 
trial uses) follow the domestic rate changes, 
but all additional gas is charged at 6 cents a 
therm. There is an annual $85 minimum. 


Leland’s statement said there is a wholesale 
industrial gas rate for users who demand at 
least 5 therms an hour and use 1,000 therms 
a month. These users must pay a demand 
charge of $4 for each therm of hourly de- 
mand. In addition, they pay 12 cents for each 
of the first 500 therms; 10 cents for the next 
500; 8.5 cents for the next 1,000; 6.5 cents 
for the next 2,000; and 5.5 cents for every 
therm over 4,000. 

The minimum is $100 a month. There is 
also a 20 per cent reduction where usage be- 
tween 6 p. m. and 6 a. m. is half the 24-hour 
use. 

The city council has also given final passage 
to ordinances which would reduce the annual 
electric bill of the city’s customers, including 
the city, by an estimated $80,504. 


eal 
Michigan 


Municipal Rates Cut 


REDUCTION in residential electric rates es- 

timated to save consumers $125,000 a year 
and give Lansing one of the lowest rate sched- 
ules in the country was recently announced by 
the board of water and light commissioners. 


The new rate of 4 cents for the first 20 kilo- 
watt hours a month and 3 cents for the next 
30 hours was effective September Ist. 

Increased efficiency of a new municipally 
owned, electric plant and its financing without 
a bond issue made the reduction possible, said 
Otto E. Eckert, general manager. 


Nebraska 


Hydro Districts Consolidate 


EBRASKA’S three big hydroelectric dis- 
N tricts recently consolidated their opera- 
tions into a single $60,000,000 system expected 
ultimately to provide two-thirds as much 
power as the whole state generated last year. 
The action culminated nearly five years of 
struggle for some sort of unit operation. 

Formalities which will place the Federal- 
financed projects under a single operating 


board, and will give the districts “a new lease 
on life’ through refinancing $37,837,000 in 
bonds, were being concluded by PWA and dis- 
trict officials at Kansas City. 

Central Nebraska (Tri-County), Platte Val- 
ley, and Loup River Public Power and Irriga- 
tion districts will continue as separate entities, 
but sale and supplying of service and collec- 
tion and distribution of revenues will be han- 
dled by a new organization directed by the 
districts’ general managers. 


Oklahoma 


GRDA Orders Salary 
Reductions 


Pe cuts were ordered last month by the 
Grand River Dam Authority for its gen- 
eral manager, attorney, and four other em- 
ployees “in the interest of economy and due to 
the fact the project is near completion.” 

The order lowered General Manager T. P. 
Clonts’ salary from $10,000 to $8,000 yearly; 
Attorney R. L. Davidson was decreased from 
$10,000 to $7,500; George D. Hansen, auditor, 
from $4,800 to $4,200; Levi Lowder, labor in- 


spector, from $216 monthly to $200; J. S. 
Campbell, chief field abstractor, from $225 to 
$200; and J. Frank Stockton, land department, 
from $325 to $300. 

The authority announced conditional ap- 
proval by PWA was given to plans to market 
the project’s 200,000,000 kilowatt hours of 
power. 

The plan calls for the authority to 
sell direct to as many municipalities as pos- 
sible and to dispose of the balance to private 
= under contracts containing a recapture 
clause. 
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Electric Rate Cut Ordered 


HE state corporation commission last 
month ordered a decrease of electric rates 
in the 129 cities served by the Public Service 
Company of Oklahoma. At the same time the 
commission announced it had approved a new 
schedule reducing rates for residential and 
commercial consumers in Okemah, Nowata, 
and Vinita, effective September Ist. 
Reford Bond, chairman of the commission, 
said the commission had found that earnings 


of the company justified a reduction of rates 
in the 129 cities. 

The company was ordered to file reduced 
schedules for the other cities “within a reason. 
able time.” The cities served by the company 
are in eastern Oklahoma. The rates in the 
three cities will be comparable to new rates 
announced by the Grand River Dam Author- 
ity. The new rates will mean a saving of more 
than $11,000 annually to consumers in these 
cities and will range from 7 to 11 per cent. The 
three cities will have a uniform rate. 


Oregon 


Power Pact Signed 


TS city of Eugene is ready to buy Bonne- 
ville power for one year and interchange 
power with Bonneville for ten years, it was 
announced recently. 

The city water board which operates Eu- 
gene’s municipally owned generating and dis- 
tribution system, notified the Bonneville Power 
Administration it had executed the interchange 
contract and a contract to purchase 1,500 kilo- 
watts of prime power for not less than one 
year. 

The agreement apparently ended a long 
series of disagreements and misunderstandings 
between the Bonneville Power Administration 
and the water board. Eugene is expected to go 
ahead with construction of a steam plant to 
augment its hydroelectric generation, but will 
use Bonneville power until the new supply is 


available. A Bonneville line has been com- 
pleted to Eugene and has been energized for 
some time, awaiting a customer. The contract 
contained no stipulations on resale rates. 


Power Ballot Deferred 


Cue special power committee, meeting 
at Salem on August 15th, adopted a reso- 
lution providing that no proposal for a munici- 
pal power system in the city should be referred 
to the voters until there had been a technical 
study of the entire power problem. 

Another resolution said the council had 
made a mistake in granting a permit to the 
Salem Codperative Electrical Association, 
which proposes to transmit power into Salem 
from a Bonneville substation located in Polk 
county. It was urged that no future permits 
be granted the codperative. 


Pennsylvania 


Utility Refund Ordered 


| promnec District Judge William H. Kirk- 
patrick on August 16th ordered the Edi- 
son Light & Power Company, York, Pa., to 
refund overcharges of $572,000, plus interest, 
to 30,000 consumers. 

The money, which will total $632,000 or 
more, was collected by the company between 
November 30, 1937, when the state public 


utility commission ordered a temporary rate 
cut, and May 17, 1939, when the United States 
Supreme Court upheld the commission’s 
power to order such reductions, pending com- 
pletion of investigation. 

The Supreme Court decision reversed a 3- 
judge Federal court, which had issued an in- 
junction against the reduction in the first court 
test of the broadened powers conferred upon 
the PUC by the 1937 Utility Act. 


South Carolina 


Favor Big Codperatives 


A MOVE was recently begun to prevent the 
organization of small electric codperative 
associations in the state. In a meeting at Co- 
lumbia, the South Carolina Federation of 
Electric Codperative Associations adopted a 
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resolution expressing itself in favor of co- 
Speratives with a minimum of 1,200 subscrib- 
- and 400 miles of rural electrification 
ines. 

Also, the “co-ops” adopted a resolution ask- 
ing the Federal government to rush work on 
projected lines in the state. ~ 
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Texas 


Gas Rate Cut Ordered 


as rate reductions estimated to save 9,700 
G customers in the Rio Grande valley $25,- 
000 a year were ordered recently by the state 
railroad commission in fixing a new schedule 
to which the Rio Grande Valley Gas Company 
agreed, 

The cuts became effective immediately in 
17 cities and for all residential customers out- 
side of incorporated towns. In addition, Har- 
lingen users were granted refunds of about 


$2,800 on gas bought since January 17th, the 
date on which a rate ordinance was adopted. 

The rate formerly was 98 cents per thou- 
sand cubic feet with a 10 per cent discount for 
prompt payment and a minimum bill of $1.50. 
The new rate fixed by the commission was: 
First 1,700 cubic feet, $1.50 net; next 2,300 
feet, 80 cents per thousand cubic feet; next 
6,000 feet, 75 cents; and all over 10,000 feet, 
70 cents. The rates are net with 10 per cent to 
be added for failure to pay the bill by the 
tenth of the month following billing. 


Washington 


RFC Enters Power Plan 


Bey Reconstruction Finance Corporation 
on August 15th volunteered to assist 13 
public utility districts having 433,000 popula- 
tion in the area of Seattle, Wash., in their 
efforts to purchase distribution facilities of 
the Puget Sound Power & Light Company so 
that they may buy Federal power. 

However, Emil Schram, chairman of the 
RFC, stated in a letter to Secretary Ickes of 


the Interior Department that he would not 
proceed unless the Bonneville Administration, 
from which the consumers wish to buy power, 
will sponsor the acquisition. 

It is a case of one Federal agency assisting 
another to sell its electric power to an area 
now served by private interests and, according 
to Paul J. Raver, Bonneville Administrator, 
the offer of the RFC “is a forward step to- 
ward fulfillment of the desires of citizens in 
an important section of the Northwest.” 


Wisconsin 


Power Interchange Allowed 


AN agreement for interchange of electricity 
between the Madison Gas & Electric 
Company and the Wisconsin Power & Light 
Company, which was said to be in line with 
the national defense program, has been ap- 
proved, the state public service commission 
announced last month. 

Utility representatives said the interchange 
arrangement would tie the companies together 
in such a way that electric service in the area 
of the companies could not be destroyed un- 
less a very serious breakdown of generating 
plants occurred. 

Under the agreement for interchange of 
dump power energy and emergency service, 
the Madison Company will sell dump steam 
energy and the Wisconsin Company will sell 
dump hydro power.energy. The commission 
said the proposed interchange of energy was 
consistent with a power integration program 
projected, by its staff in May, 1936 


Agree on Rate Cut 


Goawe of $114,000 a year to electric custom- 
ers of the Northern States Power Com- 
Pany and the Midland Service Company will 
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be effected through rate reductions on meter 
readings after September Ist in 60 cities and 
villages and 125 towns in western and north- 
western Wisconsin, the state public service 
commission announced recently. 

Class A communities in the Madison area 
affected include Sparta in Monroe county 
and Viroqua in Vernon county, while Class B 
communities include Coon Valley, Genoa, and 
Stoddard in Vernon county and Norwalk in 
Monroe county. Midland is a companion com- 
pany to Northern States. 


City Files Petition 


HE city of Milwaukee, through its at- 

torney, recently filed with the Federal 
Power Commission a petition to intervene in 
the proceedings concerning application of the 
Independent Natural Gas Company (Phillips 
Petroleum Company subsidiary) for a certifi- 
cate of public convenience and necessity for 
construction of a natural gas pipe line from 
the Texas Panhandle to Milwaukee. The in- 
tervening petitioner claims interest in the mat- 
ter on the grounds, among other things, that 
other natural gas pipe-line proposals, including 
an extension of The Natural Gas Pipeline 
Company of America’s system, are pending. 
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The Latest 
Utility Rulings 


Consolidation of Hearings on Holding 
Company Relationships 


HE Securities and Exchange Com- 
mission held that hearings on ap- 
plications by several interrelated com- 
panies under §§ 2 and 3 of the Holding 
Company Act might properly be con- 
solidated when the primary question in 
each proceeding was whether a control 
relationship existed between the appli- 
cant and one or more of the other com- 
panies named in the applications. It was 
pointed out that the applications would 
require the presentation of common 
background evidence. In addition, the 
§ 3 application for an order of exemption 
of a holding company and its subsidiaries 
would involve, to a considerable degree, 
questions presented in each of the other 
applications under § 2 
The commission believed that un- 
necessary costs and delays would be 
avoided if evidence were presented in a 
single consolidated proceeding rather 
than some eight or ten separate proceed- 
ings. It was said, however, that the 
commission would not be disposed to 
take this action if it were convinced that 


e 


any applicant would be seriously preju- 
diced. 

Counsel had pointed out the material 
burden which would be imposed if the 
applicants were required to present their 
§ 3 cases on a variety of assumptions 
based on all conceivable determinations 
by the commissions of the status of the 
various companies involved in the §2 
applications. The commission thought 
this point was well taken and therefore 
modified its consolidation order to pro- 
vide that findings on the § 2 applications 
would be issued prior to the presentation 
of evidence bearing exclusively on the 
§ 3 applications. Moreover, the trial 
examiner was directed to require coun- 
sel to segregate, as far as possible, the 
presentation of evidence pertaining to 
the § 2 applications relating to companies 
whose counsel might thereby be absent 
from other hearings. Re Koppers United 
Co. et al. (File Nos. 31-482, 31-481, 
31-467, 31-165, 31-484, 31-483, 31-473, 
31-167, 31-162, 31-164, Release No. 
2109). 


Actual Control Governs Subsidiary Status 
Under Holding Company Act 


HETHER a company is to be de- 

clared not to be a subsidiary of a 
registered holding company under § 
2(a)(8) of the Holding Company Act 
depends upon actual control and not 
artificial tests. On this premise the Se- 
curities and Exchange Commission ap- 
proved a declaration that The Detroit 
Edison Company is not a subsidiary of 
The United Light and Power Company, 
holding through American Light & 
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Traction Company 20.27 per cent of out- 
standing voting securities, and is a sub- 
sidiary of North American Company, 
holding 19.28 per cent of outstanding 
voting securities. 

Whether a holding company has exer- 
cised control or effectively exerted in- 
fluence is, upon applications for ap- 
proval of such a declaration, material 
only in so far as such circumstances may 
evidence the existence in the holding 
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company of the ultimate directory 
power, said the commission. Inaction 
on the part of a holding company does 
not necessarily negate the existence of 
control or uncontrolled influences. It 
may only evidence satisfaction with the 
manner in which a subsidiary is being 
operated. 

A subsidiary company, moreover, 
said the commission, does not cease to 
be such merely because it has been given 
the opportunity to build up an able and 
self-contained management. The prob- 
lem is one of fundamentals and not 
superficialities, for control embraces the 
power to control and “subject to a con- 
trolling influence” includes susceptibility 
to domination. Consequently, the in- 
quiry must look not merely to the per- 
sonalities of the managers, but primarily 
to the factors underlying the existence 
and continuation of the management. 

The history of the Edison Company 
was traced from its beginning in 1902 
under the auspices of the North Ameri- 
can. The commission concluded that the 
mere chronological statement of the 
succession of Edison’s presidents and di- 
rectors indicated that since its organiza- 
tion North American had continually 
maintained a position of importance and 
influence in Edison’s affairs. This was 
based on stock ownership or historical 


association, or both. At least half, and 
perhaps a majority, of the present board, 
it was pointed out, are either associated 
with North American or derive their 
connection with Edison from North 
American. 

On the contrary, the United system 
had failed in attempts to exercise con- 
trol. In 1926 United suggested to Edi- 
son that as a substantial stockholder it 
was entitled to representation on the 
board. Edison’s management refused to 
recognize any merit in the suggestion. In 
1932 and again in 1934 United tried 
without success to secure representation 
by negotiation. At the 1935  stock- 
holders’ meeting United sought to force 
recognition by attempting to break 
quorum. The effort was unsuccessful. 

The commission concluded that United 
had never participated in Edison’s af- 
fairs and there had been no dealings be- 
tween the companies. The narrative of 
United’s fruitless efforts to secure repre- 
sentation on Edison’s board carried with 
it the inescapable conclusion that United 
is not only not in a position to control 
Edison or exert a controlling influence 
over its management and policies, but 
that, for all practical purposes, United 
is what is popularly termed a mere “out- 
sider.” Re Detroit Edison Co. (File Nos. 
31-388, 31-446, Release No. 2208). 


e 


Dormant Gas Company Not a Subsidiary 
Under Holding Company Act 


fe Reading Gas Company, by an 
agreement entered into in 1885, 
leased all of its property, including gas 
mains, manufacturing plant, and fran- 
chises, for ninety-nine years to the Con- 
sumers Gas Company. The only corpo- 
rate activities of the lessor gas company 
are the receipt of its rental, the pay- 
ment of a small amount in salaries and 
expenses, and the disbursement of divi- 
dends. Common stock to the extent of 
11.35 per cent of the lessor is held by 
the lessee. 

_ Under these circumstances the Securi- 
ties and Exchange Commission granted 
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an application for a declaration that the 
gas company was not a lessor of Con- 
sumers Gas Company, which is a regis- 
tered holding company, and of affiliated 
companies. The commission said : 


None of the officers or members of the 
board of managers of Reading are asso- 
ciated with or are officers or directors of 
either Consumers, the United Gas Improve- 
ment Company, or the United Corporation 
with the exception of Reading’s secretary 
and treasurer, Carl H. Hoffman, a clerk in 
the employment of Consumers Gas Com- 
pany. It appears that Hoffman’s father was 
formerly secretary and treasurer of Read- 
ing Gas Company and, upon his retirement 
from active es Anon in 1937, secured his 
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son’s appointment as his successor. All of 
Reading’s officers and members of the board 
of managers reside in Reading and 
vicinity. 

In view of the inactive and dormant char- 
acter of Reading’s present business, and the 
absence of any indication in the record of 
the exercise or the power to exercise control 
or controlling influence over the manage- 
ment or policies of the applicant by Con- 
sumers, the United Gas Improvement Com- 
pany, or the United Corporation, the com- 
mission is able to make the requisite findings 
under § 2(a) (8). Since Consumers, how- 
ever, has a substantial stock interest in 
Reading which may prove sufficient for it at 
some future time to exercise control or con- 
trolling influence over Reading, it appears 
appropriate in the public interest to require 
as a condition to the entry of, and as.a part 
of the commission’s order granting this ap- 
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plication, that such order shall terminate un- 
less: 


(1) Application for renewal of this order 
is made within sixty days prior to any 
alteration in the terms of Reading’s 
lease with Consumers Gas Company, 
the issuance of any securities by Read- 
ing other than notes maturing in less 
than one year, or the operation or ac- 
quisition by Reading of any utility 
assets or securities of a public utility 
or holding company; and 

(2) Application for renewal of this order 
is made immediately subsequent to 
any default in payment of any instal- 
ment of rent by Consumers Gas Com- 
pany for a period of thirty days after 
such rent is due and payable. 


Re Reading Gas Co. (File No. 31-445, 
Release No. 2175). 


Intervention Denied in Natural Gas Case 


EVERAL applications by parties not en- 

gaged in the production, transmis- 
sion, or distribution of natural gas, and 
not presently operating any facilities for 
such purposes, for permission to inter- 
vene in proceedings before the Federal 
Power Commission relating to the Ten- 
nessee Gas & Transmission Company 
were denied. But the privilege of par- 
ticipating was granted. 

The parties seeking to intervene were 
coal operators’ associations, a railway 
labor executives’ association, and Ala- 
bama Coals, Inc. The commission said 
that participation by these parties as in- 
terveners and as parties had not been 


shown to be necessary in view of the fact 
that under §7(c) of the Natural Gas 
Act, pursuant to which an application of 
Tennessee Gas & Transmission Com- 
pany had been filed, the commission does 
not have unlimited jurisdiction, but a 
certificate of public convenience and 
necessity is required to be obtained from 
the commission only when a natural gas 
company undertakes the construction or 
extension of facilities for the trans- 
portation of natural gas to a market in 
which natural gas is already being served 
by another natural gas company. Re 
Tennessee Gas & Transmission Co. 
(Docket No. G-165). 
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Senior Securities to Retire Common Stock 


LTHOUGH the Wisconsin commission 
said that it did not favor the re- 
tirement of common stock by the issu- 
ance of senior securities, it approved a 
proposal for security issues for refinanc- 
ing where it did not find anything in the 
proposal contrary to the provisions of 
the recently amended Wisconsin stat- 
utes. 
In substance, the purpose of a $1,100,- 
000 bond issue was to retire $552,000 of 
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bonds and $485,000 of common stock, 
and to provide $63,000 of additional 
funds for other corporate purposes. 
There would then remain $715,000 of 
common stock of the par value of $100 
per share, which the company proposed 
to retire by the issuance of a like amount 
of class A common stock of $10 per 
share. 

Concurrently, the company pro- 
posed to issue $85,000 of ‘class B non- 
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voting stock to the holders of the new 
$715,000 of class A common stock as a 
stock dividend. 

The commission said: 


The issuance of $1,100,000 of bonds will 
result in a debt ratio of 58 per cent to total 
capitalization as compared to a ratio of 31 
per cent at the present time and a common 
stock ratio of 42 per cent compared to 69 
per cent of the present capitalization. How- 
ever, the company proposes to retire $25,000 
principal amount of bonds annually, which 


e 


will gradually bring the bond ratio to a 
more conservative percentage. 

This is the first application by the com- 
pany under the special act of the legislature 
quoted above and an analysis of the act indi- 
cates that the commission lacks some of the 
jurisdiction and is required to make differ- 
ent statutory findings than are required un- 
der the provisions of Chap. 184 of the stat- 
utes regarding security issues of public 
service corporations. 


Re Wisconsin Valley Improvement Co. 
(2-SB-159). 


Charge While Telephone Service Denied Is 
Matter for Commission Decision 


N attorney whose service had been 
denied for nonpayment sued the 
telephone company in his own behalf and 
in behalf of all other persons similarly 
situated for an accounting, declaration 
of rights, injunction, and $3,000 general 
damages for him. Mr. Justice Love, of 
the New York Supreme Court, dis- 
missed the action on the ground that the 
rate question was exclusively a matter 
for the commission to decide. 

The complaint alleged that during the 
period from February 16, 1940, to 
March 15, 1940, the subscriber’s tele- 
phone service was shut off by reason of 
his failure to pay for it. Among the 
items was one for exchange service from 
February 16th to March 15th, inclusive. 
The complaint alleged that the company 
could not properly charge for that period 
and that this charge, which he said he 
was forced to pay, should be refunded. 
He claimed that others were similarly 
situated. 

The charge was claimed to be in ex- 
cess of the fair and reasonable value for 


the service, and therefore in violation of 
law. The complaint stated that the 
charge was made pursuant to the sched- 
ules of rates and regulations filed by the 
company with the commission, and it 
was said that the company had at all 
times conducted, and was conducting, its 
business and making its charges to sub- 
scribers under a schedule of rates and 
regulations filed with the commission. 

The claim for damages to the attor- 
ney’s profession and reputation with all 
else, declared the court, clearly showed 
that it was his own action based on a 
claim that the one item was excessive. 
It was said to be doubtful if there were 
others “similarly situated” in the legal 
sense. The complaint was dismissed on 
the ground that all rates, schedules, 
rules, and regulations of telephone com- 
panies must be filed with the commis- 
sion; that rates must be charged by the 
companies without refund or remission ; 
and that the commission is the forum, 
not the courts. Clay v. Rochester Tele- 
phone Corp. 
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Exportation of Natural Gas Permitted 


Eten Federal Power Commission, 
pursuant to § 3 of the Natural Gas 
Act, authorized the Iroquois Gas Corpo- 
ration to export natural gas from the 
United States to the province of Ontario, 
Canada, subject to terms and conditions. 


381 


On July 13, 1939, by Executive Order 
No. 8202, issued by the President of the 
United States, authority was delegated 
to the commission to receive applications 
for Presidential Permits for the con- 
struction, operation, maintenance, or 
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connection, at the border of the United 
States, of facilities for the exportation of 
natural gas to a foreign country, and 
to make recommendations to the Presi- 
dent with respect to the issuance of such 
permits. 

The company had obtained such a per- 
mit by this procedure. 

The commission found that the gas 
was not needed to supply the require- 
ments of applicant’s consumers in the 
state of New York; that its exportation 
did not impair the ability of the appli- 
cant to render adequate service to con- 
sumers in New York; and that exporta- 
tion would not be inconsistent with the 
public interest. 

The order provided that authority was 
reserved in the commission to require 


HE Securities and Exchange Com- 

mission approved a declaration pur- 
suant to § 7 of the Holding Company Act 
regarding the guaranty by a registered 
holding company of bonds assumed by 
a subsidiary corporation. Since the dec- 
laration was approved, it was found 
unnecessary to decide whether the 
declarant was entitled to an exemption 
of the securities under § 6(b) of the act. 
Re Washington Railway & Electric Co. 
(File No. 70-69, Release No. 2142). 


The withholding of c.o.p. charges col- 
lected by a carrier for shippers was held 
by the Pennsylvania commission to con- 
stitute ground for revocation of the car- 
rier certificate. Public Utility Commis- 
sion v. Robinson Brothers Transfer Co. 
(Complaint Docket No. 13308). 


The Pennsylvania Superior Court held 
that the commission had no jurisdiction, 
after the abandonment of a railroad, to 
order the removal of rails, ties, and 
bridges from crossings over highways 
and the restoration of highway service ; 


reports with respect to gas exportation 
and to modify, from time to time, or to 
terminate, the authorization after oppor- 
tunity for hearing. Assignment of the 
authorization without commission ap- 
proval was prohibited. It was further 
provided that the authorization should 
not deprive any state or state regulatory 
commission of its authority ; that the au- 
thorization should not be construed as an 
acquiescence in any property valuation, 
rate schedules, or operating statements: 
and that authorization should terminate 
automatically upon the termination or 
expiration of the contract for exporta- 
tion of gas, subject, however, to renewal 
of the authorization upon appropriate 
findings by the commission. Re Iroquois 
Gas Corp. (Docket No. G-111). 
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Other Important Rulings 


nor could the commission require a trus- 
tee in reorganization under the Bank- 
ruptcy Act to carry into effect an order 
having no relation to the operation of the 
railroad or the furnishing of service, but 
confined to matters arising subsequent to 
abandonment. Jennings, Trustee, v. Pub- 
lic Utility Commission et al. 


The supreme court of Illinois dis- 
missed an appeal from a judgment set- 
ting aside an order of the Illinois Com- 
merce Commission which granted a 
certificate for motor truck operations, in 
view of the fact that statutory amend- 
ments had taken jurisdiction from 
the Illinois Commerce Commission 
and conferred jurisdiction over motor 
truck operation upon the department of 
public works and buildings. The ques- 
tions presented were said to be no longer 
justiciable ; the right to operate as a car- 
rier of property would now be dependent 
upon compliance with the Illinois Truck 
Act. Railway Express Agency, Inc. et 
al. v. Illinois Commerce Commission et 
al, 28 NE(2d) 116. 


Note.—The cases above referred to, where decided by courts or regulatory commissions, 
will be published in full or abstracted in Public Utilities Reports. 
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WASHINGTON DEPARTMENT OF PUBLIC SERVICE 


Department of Public Service of 
Washington 


Pacific Telephone & Telegraph Company 


[Nos. F.H. 7160, 7163, 7251, 7229.] 
King County 


Pacific Telephone & Telegraph Company 


[No. F.H. 7213.] 


Depreciation, § 38 — Reserves — Separation for state. 


1. The balance in the depreciation reserve of a telephone company appli- 
cable to the total properties in the state should be set up in a separate 
account and subsequent debits and credits be made thereto in such fashion 
as to enable the company at all times to report to the Department in detail 
the essential facts with reference to the depreciation reserve applicable to 
the state, where the company operates in more than one state, p. 202. 


Valuation, § 290 — Working capital — Basis for claim. 


2. A claim for working capital in the total amount of certain current assets 
does not indicate the actual needs of the company because it simply reflects 
sums on hand which may be carried at their respective amounts as a mere 
matter of policy, and, furthermore, a cash item included may include ac- 
cumulations for payment of interest, dividends, or other corporate pur- 
poses which have no place in a rate proceeding, p. 203. 


Valuation, § 289 — Working capital — Elements included. 


3. The working capital allowance should be that amount necessary to enable 
a company to meet its current payrolls and other expenses until such time 
as its current collections from its customers are sufficient to provide for 
these purposes, p. 203. 


Valuation, § 317 — Working capital — Telephone company. 
4. Working capital of a telephone company collecting a considerable portion 
of its revenues in advance of the rendition of service was computed at 
one-twelfth of the annual operating expenses, plus the average of the ma- 
terials and supplies on hand, p. 203. 
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Expenses, § 109 — Taxes — Payment or accrual date. 
5. Taxes for a certain year should be included on the basis of their ap- 
plicability to that year, regardless of when paid, instead of including only 
taxes accrued during the year, p. 203. i 

Expenses, § 114 — Federal income tax — Basis — Dividends from other com- 

pany. 

6. A telephone company’s operating expense statement for the state in 
which rates are being investigated should not include a portion of the 
Federal income tax on dividends received by it from a company in another 
state, when the other company is in effect a mere operating division, ap- 
parently existing as a separate corporation because of a franchise require- 
ment, p. 204. 

Depreciation, § 6 — Right to allowance. 
7. A telephone company is entitled to earn and to charge to operating 
expense, by reason of accruing annual depreciation in plant and property, 
an amount to replace or restore the capital lost through such depreciation, 
p. 204. 


Depreciation, § 77 — Telephone property. 
8. An allowance of no more than 3.77 per cent of a telephone company’s 
investment in depreciable property, or 3.425 per cent of the total plant in 
service, was held to be a reasonable annual accrual for depreciation in the 
state, p. 204. 


Expenses, § 49 — Pension accruals. 

9. Pending further examination of the entire pension problem of a tele- 
phone company and pending action by the Federal Communications Com- 
mission, the company was authorized to charge to current operating ex- 
penses only such sums as might be obtained by the application of a normal 
accrual rate, providing for payment of pensions in excess of those payable 
under the Social Security Act, but making no provision for unfunded re- 
serve requirements to provide for a shortage of funds on account of 
employees who were in service prior to the inception of the pension plan, 
p. 205. 


Expenses, § 87 — Payment to parent company — License agreement — Tele- 
phone company. 
10. Payments by a telephone company to a parent company of a percentage 
of gross revenues under a license contract providing for the furnishing by 
the parent company of various services and for the use of patents should 
be disallowed as an operating expense when the telephone company fails 
to show the cost directly incurred for its benefit and otherwise fails to 
support the operating expense allowance asked as required by Chap. 152, 
Laws of Washington, 1933 (Rem. Rev. Stat. § 10440, 1 to 4), p. 209. 
Expenses, § 11 — Nonrecurring items. 
11. Nonrecurring expenses made in connection with a telephone company’s 
proposed measured service rate and extended service rate area plan, not 
indicative of normal operation, should not be included in a determination 
of operating expenses for rate-making purposes, p. 214. 
Telephones, § 2 — Uneconomical operation — Partial dial and partial manual 
equipment. 
12. A telephone company may be justly criticized for continuing the um 
economical method of operation of partial dial and partial manual in any 
exchange for a period of as long as twenty years, p. 214. 
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Expenses, § 140 — Prospective savings — Telephone company — Dial operation. 
13. The Commission must give full consideration to the savings that can 
and will accrue during the next few years by converting presently manually 
operated central offices of a telephone company to dial operation, p. 214. 


Rates, § 591 — Telephones — Tolls — Board-to-board basis. 


14. Adoption of the board-to-board basis for making telephone rates would 
not only encroach upon the field of Federal regulation but would also 
violate sound principles of rate making, since the board-to-board basis dis- 
criminates against the small and occasional users of toll service in favor 
of large users, and it also discriminates in favor of pay-station users be- 
cause the same charge is made for a toll call whether it is originated at 
a public pay station or at a subscriber station, p. 218. 


Apportionment, § 39 — Telephones — Exchange and intrastate tolls. 


15. Toll service should be considered as originating at a telephone station 
and terminating at another, and the expenses should include all costs 
directly incurred in its rendition, plus a fair proportion of operating costs 
incurred jointly by toll and other services, in developing reports to show 
separately the exchange and intrastate toll operating results, p. 218. 


Expenses, § 89 — Rate case expense — Investigation assessment. 


16. The amount representing bills of the Department for the cost of its 
investigation assessed to a telephone company in accordance with statutory 
authority should be added to the nonrecurring rate case expense, p. 220. 


Expenses, § 92 — Rate case expense — Amortization. 


17. Rate case expenses of a telephone company were required to be 
amortized over a period of ten years, p. 220. 


Valuation, § 413 — Evidence as to prices — Reproduction cost — Affiliated com- 
panies. 
18. It is essential to determine whether or not prices used by telephone 
company engineers in compiling an appraisal of its properties are in fact 
reasonable and also whether the prices actually paid for such materials have 
been reasonable, when the engineers base a reproduction cost estimate 
upon prices of an affiliated manufacturing company, p. 223. 


Valuation, § 82 — Accrued depreciation — Elements — Inadequacy — Obsoles- 
cence — Requirements of public authorities. 

19. The factors which cause depreciation include not only wear and tear, 
the action of the elements, and similar causes of deterioration, but also such 
functional causes as inadequacy, obsolescence, and the requirements of 
public authorities, p. 226. 

Valuation, § 101 — Accrued depreciation — Observation method. 
20. Little weight can be given to claims for accrued depreciation based 
upon inspection of samples of plant and property and observation of 
certain conditions which cause them, without regard to functional depre- 
ciation shown to exist in the plant, p. 226. 


Valuation, § 104 — Accrued depreciation — Reserve as measure. 
21. The depreciation reserve found assignable to the state in which a 
telephone company’s rates were being investigated was used as the proper 
measure of depreciation in the absence of proof as to the amount of accrued 
depreciation presently existing in the plant, p. 226. 
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Return, § 111 — Telephone company. 


22. A return of 8.6 per cent for a telephone company was held to be un- 
reasonable, unjust, excessive, and unlawful; but a return somewhat in 
excess of 5 per cent was held to be reasonable, p. 227. 


Rates, § 186 — Reasonableness — Burden of proof. 


23. The burden of proof justifying the reasonableness of proposed rate 
schedules is, as a matter of law, upon the company, p. 228. 


(Garrison, Supervisor of Public Utilities, concurs.) 


[July 6, 1940.] 


| e-smenenounleey of proposed telephone rates; increases in rates 


disapproved. 


APPEARANCES: John A. Kavaney, 
Assistant Attorney General, Albert E. 
Stephan, Frank B. Warren, and Carl 
I. Wheat, for the Washington De- 
partment of Public Service. 

Arthur T. George, Winlock Miller, 
Jr., A. G. Paine, and Otto B. Rupp, 
for the Pacific Telephone and Tele- 
graph Company. 

Harry A. Bowen, King county, 
Washington; Jas. W. Bryan, Jr., city 
of Bremerton; H. Carothers, city of 
Tacoma; H. S. Dawson, city of Bell- 
ingham; G. A. B. Dovell, Pierce 
County Economic Security League 
and School District No. 10; B. A. 
' Farley, city of Spokane; G. M. Fer- 
ris, city of Spokane; C. R. Lewis, city 
of Shelton; J. P. McGlinn, city of 
Bellingham; J. A. Newton, city of Se- 
attle; H. L. Olsen, city of Yakima; 
F. M. Reischling, King county; L. 
W. Shorett, King county; F. A. 
Smith, Pierce County Economic Se- 
curity League and School District No. 
10; A. C. Van Soelen, city of Seat- 
tle; B. Gray Warner, King county; 
Ross Watt, city of Port Orchard and 
Port Orchard Chamber of Com- 
merce; and G. E. Wilson, city of Se- 
attle, for various municipalities, coun- 
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ties, and other governmental agencies 
of the state of Washington. 

Travis Ayer, South Central Tele- 
phone Association; A. J. Barash, 
Washington State Hotel Association; 
Mary A. Blair; Everal Carson, Min- 
nehaha Co-op Telephone Company; 
Frank Chervenka, Washington Rural 
Lines; G. E. Clarke, Telephone Users 
League of Washington, Inc.; W. B. 
Clark, Yakima Chamber of Com- 
merce; R. W. Clifford, West Coast 
Telephone Company; Lorenzo Dow; 
H. E. Dupar, Seattle Hotel Associa- 
tion; T. T. Grant, Spokane Valley 
residents; Elmer E. Healey, Wash- 
ington Rural Lines; Harry Henke, 
Jr., Telephone Users League of Wash- 
ington, Inc.; A. H. Henry, North 
End Federated Clubs and Stella Hel- 
ard et al, and North End Federated 
Clubs and Seattle Telephone Users 
League; Fred Herbert, Ridgefield 
Telephone Company ; C. N. Ingraham, 
Lake Forest Park Civic Club; H. H. 
Johnston, Dash Point and Brown's 
Point; F. J. Lordan, Truck Owners 
Association of Seattle ; J. W. McCune, 
Tacoma Chamber of Commerce; F. 
W. Moore, Silverdale-Chico Commit- 
tee; R. D. Ogden, Telephone Users 
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League and V. A. Cole et al., King 
county, and Seattle Telephone Users 
League; Gladys Petry, Tacoma Busi- 
ness and Professional Women; B. D. 
Riley, The Merchants Exchange, Se- 
attle; G. R. Stuntz, Telephone Users 
Protective Association; L. Teats, 
KMO Inc., KIT and Pacific Broad- 
casting Company; W. B. Uhlmann, 
Telephone Users League of Wash- 
ington, Inc., for various telephone 
subscriber groups, business and pro- 
fessional organizations, chambers of 
commerce, other users and individ- 
uals. 


trastate routes exceeding 56 miles air- 
line distance. These tariffs were first 
suspended by order of this Depart- 
ment dated June 25, 1938, under the 
provisions of law relative to such sus- 
pension (Rem. Rev. Stat., § 10424), 
and by successive stipulations the sus- 
pension date was advanced to Jan- 
uary 10, 1940. On January 9, 1940, 
the company withdrew the tariffs so 
filed, but on January 12, 1940, the 
identical tariff sheets were refiled 
naming February 12, 1940, as the ef- 
fective date. These refiled tariffs 
were suspended on January 27, 1940, 


TITLES AND ABBREVIATIONS 


Proper Title 


1, The Pacific Telephone and Telegraph Company 
2. American Telephone and Telegraph Company 


3, Western Electric Company 


4, Bell Telephone Laboratories, Inc. ......... 
5, Long Lines Department of the American Telephone and Telegraph Company . 


6. Washington Department of Public Service 
History of Proceedings 


Each of the above numbered and 
entitled matters finds its inception in 
tariff schedules filed with this De- 
partment by the Pacific Telephone 
and Telegraph Company, a public 
utility operating, among other things, 
an exchange and toll telephone busi- 
ness in the state of Washington, sub- 
ject to the jurisdiction of this Depart- 
ment. Cause No. F. H. 7160 involves 
tariffs’ originally filed on June 22, 
1938, providing in general for the 
passing on to customers within cer- 
tain cities of municipal occupation li- 
cense taxes levied by such cities,? and 
providing further for certain increases 
in message toll telephone rates on in- 


Abbreviations 
the Pacific Company or the company 
the American Company 
Western 


tala a hist w eae en the Bell Laboratories 


. the Long Lines 
the Department 
until further order of the Depart- 
ment, under the original cause num- 
ber (F. H. 7160). Under the terms 
of the statute this suspension would 
expire on September 12, 1940. By 
order of the Department, and as a re- 
sult of agreement of the parties, the 
evidence and exhibits which had been 
received in the hearings held prior to 
January 10, 1940, were incorporated 
in the hearings which resumed April 
16, 1940, as the direct evidence in 
chief of the company, and as a part 
of the evidence offered by the other 
parties. 

Cause No. F. H. 7163 involves tar- 
iffs* originally filed on June 27, 1938, 
proposing extensive changes in rates 
and service in the utility’s Seattle ex- 





1Sheets 42747 to 42749, inclusive, W.D.P.S. 
No. 5, Advice No. 392, and Sheets 42750 to 
42754, inclusive, W.D.P.S. Nos. 5 and 6, Ad- 
vice No, 393 
*Such municipal occupation taxes are levied 
by the cities of Bellingham, Dayton, Olympia, 
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Seattle, Spokane, Shelton, and Port Town- 
send, and are based on revenues collected for 
intrastate services within such cities, re- 
spectively. 

8 Sheets 42755 to 42855, inclusive, W.D.P.S. 
Nos. 5 and 6, Advice No. 394. 
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change estimated to result in a large 
net increase in revenue. These tar- 
iffs were originally suspended on June 
29, 1938, and by successive stipula- 
tions their final suspension date was 
also advanced to January 10, 1940. 
On January 9, 1940, these tariffs were 
withdrawn by the company. They 
were refiled and suspended under 
Cause No. F. H. 7163 under the ex- 
act procedure described above for 
Cause No. F. H. 7160, and on the 
same dates. 

Cause No. F. H. 7251 involves tar- 
iffs* originally filed on May 10, 1939, 
proposing general increases in ex- 
change rates for this utility’s system 
throughout the state of Washington, 
other than in its Seattle exchange, and 
excepting also Clarkston, Washing- 
ton, which is a part of the Lewiston, 
Idaho, exchange. These tariffs were 
originally suspended on May 19, 
1939, until January 10, 1940. On 
January 9, 1940, these tariffs were 
withdrawn by the company. They 
were refiled and suspended under 
Cause No. F. H. 7251 under the ex- 
act procedure described above for 
Cause No. F. H. 7160, and on the 
same dates. 

On the basis of its 1938 business, 
the company’s estimate of total gross 
revenue increases to be expected from 
the application of the rates proposed 
in these three filings is $1,398,853.52. 

On March 31, 1939, this Depart- 
ment instituted an investigation upon 
its own motion (Cause No. F. H. 
7229), bringing in question in a single 
proceeding all of the rates and prac- 
tices of this utility for its intrastate 
telephone services within the state of 

4 Sheets 44282 to 44685, inclusive, W.D.P.S. 
Nos. 5, 6, and 7, Advice No. 432. 
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Washington. Complaints (Cause 
No. F. H. 7213) by King county 
against this utility were filed with the 
Department on November 5 and No- 
vember 26, 1938, bringing in ques- 
tion, certain expenditures made by 
the company in anticipation of the 
introduction of additional measured 
telephone service in its Seattle ex- 
change under the tariffs at issue in 
Cause No. F. H. 7163. 

These several causes have been 
heard and submitted. Cause No. F. 
H. 7160 came on for hearing on July 
28, September 20, and September 29, 
1938, and Cause No. F. H. 7213 was 
separately heard on January 12, 1939. 
Subsequently, on June 14, 1939, this 
Department, by order, consolidated 
Causes Nos. F. H. 7160, 7163, 7251, 
and 7229 for hearing. These matters 
came on for hearing on June 22, 1939, 
at which time Cause No. F. H. 7213 
was also consolidated with the other 
four causes for hearing. In total, 
there have been ninety days of hearing 
on the matters now at issue—the hear- 
ings concluding on May 1, 1940. 
Some five hundred exhibits have been 
filed, and about ten thousand type- 
written pages of testimony have been 
adduced. This is by far the most com- 
plex case and the most voluminous 
record which this Department has 
ever had before it. 

In the within opinion, the issues 
presented in Causes No. F. H. 7160, 
No. F. H. 7163, No. F. H. 7251, and 
No. F. H. 7213 will be discussed. 


The Immediate Issues 


The three suspension proceedings 
(Nos. F. H. 7160, 7163, 7251) are 
governed by the provisions of § 10424 
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Rem. Rev. Stat. which provides as fol- 
lows : 

“Whenever any public service com- 
pany shall file with the Department 
of Public Service any schedule, clas- 
sification, rule, or regulation, the ef- 
fect of which is to change any rate, 
fare, charge, rental, or toll thereto- 
fore charged, the Department shall 
have power, either upon its own mo- 
tion or upon complaint, upon notice, 
to enter upon a hearing concerning 
such proposed change and the reason- 
ableness and justness thereof, and 
pending such hearing and the decision 
thereon the Department may suspend 
the operation of such rate, fare, 
charge, rental, or toll for a period not 
exceeding seven months from the time 
the same would otherwise go into ef- 
fect, and after a full hearing the De- 
partment may make such order in ref- 
erence thereto as would be provided 
ina hearing initiated after the same 
had become effective. At any hear- 
ing involving any change in any sched- 
ule, classification, rule, or regulation 
the effect of which is to increase any 
rate, fare, charge, rental, or toll there- 
tofore charged, the burden of proof 
to show that such increase is just and 
reasonable shall be upon the public 
service company Ne 

The fundamental issue for us to 
determine therefore is: Has the Pa- 
cific Telephone and Telegraph Com- 
pany sustained the burden of proof in 
showing that its proposed increases 
are just and reasonable? 

Additional issues are raised under 
the two other causes now before the 
Department. All phases of this pub- 
lic utility’s telephone rates, services, 
and operations, in so far as they are 
covered in this record, are before us 
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for consideration and determination 
in our general investigation (No. F. 
H. 7229), and certain expenditures 
by the company for the purpose of 
putting into effect measured telephone 
service in the Seattle exchange area 
are separately presented for determi- 
nation in connection with the com- 
plaint filed by King county (No. F. 
H. 7213). All these five matters were 
consolidated for hearing. 


The record in these several matters 
is unusually complete. It is the De- 
partment’s opinion that it affords am- 
ple basis for the findings contained in 
this opinion, as well as for the sepa- 
rate orders which will follow. 


Résumé of Operations under 
Consideration 


The Pacific Telephone and Tele- 
graph Company was incorporated in 
California on December 31, 1906, and 
is the result of the consolidation, 
merger, acquisition, and development, 
over many years, of numerous sepa- 
rate telephone properties and corpora- 
tions. Since the incorporation of the 
present company, control has resided 
in the American Telephone and Tele- 
graph Company of New York which, 
as of December 31, 1939, held 78.17 
per cent of the Pacific Company’s out- 
standing preferred stock, and 85.80 
per cent of its common stock. The 
Pacific Company in turn owns all of 
the outstanding shares of stock of the 
Southern California Telephone Com- 
pany and of the Bell Telephone Com- 
pany of Nevada. It offers, among 
other things, exchange and intrastate 
toll telephone services in its various 
areas of service within the states of 
Washington and Oregon, the northern 
portion of California, and a portion 
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of the state of Idaho; it affords simi- 
lar services through its subsidiaries 
in the state of Nevada and the south- 
ern portion of California; and it also 
operates interstate toll service 
throughout its area, as well as toll 
service to other states, and to areas 
not served by it within its own terri- 
tory, through connections with other 
Associated Bell Companies, the Long 
Lines Department of the American 
Company and with the systems of 
numerous independent telephone com- 
panies, not affliated with it or its par- 
ent corporation. The Pacific Com- 
pany is one of the score or more As- 
sociated Bell Telephone Companies 
under the general control and super- 
vision of the American Company. 
At the date of its incorporation the 
Pacific Company had an authorized 
capital of $50,000,000 of which $32,- 


000,000 (par value) was preferred 
stock® and $18,000,000 (par value) 


was common stock. The authorized 
bonded indebtedness at that date was 
$35,000,000. Tangible assets, how- 
ever, totaled only approximately $32,- 
500,000, but by 1915 the company’s 
total assets, including investments in 
affiliated corporations, had grown to 
$108,519,880, and by 1939 were no 
less than $459,507,670. It is now the 
second largest subsidiary of the Amer- 
ican Company, and is the second larg- 
est operating telephone company in 
the United States, being surpassed in 
assets only by the New York Tele- 
phone Company, another Bell Sys- 
tem corporation. 


In the state of Washington the Pa- 
cific Company’s present telephone sys- 
tem is also the result of numerous con- 
solidations, mergers, and purchases, 
as well as of the general growth of this 
essential business in a rapidly devel- 
oping community. In 1915 the com- 
pany’s reported book cost of operat- 
ing property in Washington was $17,- 
457,778, whereas by 1925 it had 
grown to $41,110,561, and as of the 
close of 1939 the company’s books 
showed Telephone Plant in Service 
of $68,267,940. The depreciation re- 
serve upon property in this state has 
likewise grown from small beginnings 
to approximately $25,447,500 in 1939, 
the major portion of which is con- 
ceded to be invested in plant in the 
state of Washington. Over the en- 
tire period 1915 to 1939, inclusive, 
the company has earned in this state, 
an average return of 5.22 per cent up- 
on its book cost, less the depreciation 
reserve (plus a reasonable allowance 
for working capital calculated by the 
Department’s accountants). 

As of December 31, 1938, there 
were 254,218 Pacific Company tele- 
phone stations in the state of Wash- 
ington, of which no less than 186,534, 
or 73.4 per cent of the total, were con- 
centrated in the three exchanges of 
Seattle, Spokane, and Tacoma. More- 
over, 123,752, or 48.7 per cent of the 
total, were located in the Seattle ex- 
change alone. Local service revenues 
from company-owned stations” during 





5 This stock was 6 per cent cumulative, 
noncallable, preferred as to assets and with 
equal voting rights with common stock, and 
has so remained through all subsequent issues 
to the present date. 

6 This was wholly “good will stock,” and 
at the time of incorporation was represented 


34 PUR(NS) 


by no tangible assets. In 1925 shares repre- 
senting $10,000,000 in par value of such stock 
were returned by the American Telephone and 
Telegraph Company anc were canceled by 
the Pacific Company. 

7Some 9,700 service (“farmer line”) sta 
tions, though connected to Pacific Company 
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1938 amounted to $10,783,603.83, of 
which Seattle, Spokane, and Tacoma 
together contributed $8,659,788, or 
80.3 per cent of the total. Of this 
amount, $6,019,840.64, or 55.8 per 
cent, was received from Seattle ex- 
change operations alone. The large 
part which these Seattle operations 
play in the company’s entire business 
in this state is therefore apparent. Of 
the Seattle residence main stations, 
42,451, or 63 per cent, were on 4-par- 
ty lines,® and the majority of the busi- 
ness service in that exchange is on a 
flat-rate schedule. 


The multistate nature of this public 
utility creates numerous regulatory 
problems not ordinarily presented in 
the case of utilities whose entire serv- 
ice areas lie within a single jurisdic- 
tion. Allocations and prorates of 
general corporate expenses to the sev- 
eral states served by the company give 
rise to certain issues, and it also be- 
comes necessary to segregate the prop- 
erty, revenues, and expenses of the 
company’s interstate operations be- 
fore adequate data can be secured in 
respect to the intrastate services which 
are subject to this Department’s au- 
thority. This problem of segregation 
(or “separation,” as it is generally 
termed in respect to telephone opera- 
tions) will be discussed in detail la- 
ter in this opinion. 

Asa part of its claims for increased 


rates, the company submitted exhibits 
setting forth the fixed capital invest- 
ments, revenues, and expenses as 
shown by its books for the year 1938. 
Data of a similar character were sub- 
mitted in the form of estimates for 
the year 1940 under present rates, as 
well as under the company’s proposed 
rates.2 No data were submitted by 
the company for the year 1939, but 
the results for that year, together with 
summaries for 1940, were prepared by 
the Department’s chief accountant, A. 
J. Greer. A summarization of this 
infomation will be found following 
this discussion. 

The data were compiled from page 
93 of Exhibit C-446 and represent, 
with certain exceptions hereinafter 
discussed, unadjusted company book 
figures for 1939 and the unadjusted 
company estimates for 1940. 

Assumed rate bases used in the 
preparation of the aforementioned op- 
erating data were computed by de- 
ducting from the average book cost 
of property, the average depreciation 
reserve. To this balance there was 
added the working capital allowance 
calculated by the Department’s staff. 
This computation is shown in the fol- 
lowing tabulation, wherein there also 
appears the apportionment of the as- 
sumed rate bases to intrastate busi- 
ness: 





lines, are not owned by that company, and are 
therefore not included in the totals of “com- 
pany-owned stations,” nor are government 
stations (so connected) included. 

$On the same date there were 16,364 2- 
party, 5,629 single party, and 2,923 suburban 
main stations in the Seattle exchange. 

%Included in Exhibit C-332, the company’s 
estimate of expected revenues under the pro- 
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posals, were calculations of the increased 
amounts that would be received if the full 
rates were to be applied to certain charitable 
and eleemosynary institutions, ministers of 
religion, Y.M.C.A.’s, Y.W.C.A.’s, etc., now 
served at reduced rates. Whether the com- 
pany withdraws such reduced rates is a mat- 
ter of policy for the company to determine. 
Under § 10376, Rem. Rev. Stat. we have no 
statutory authority over this matter. 
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CoMPUTATION OF UNapyusTep AssuMED RATE BasEs For INTRASTATE TELEPHONE OPERATIONS 


Average Plant . 
Average Reserve for Depreciation * 


Average Plant less Average Depreciation Reserve 37,862,117.71 
Allowance for Working Capital 
Assumed Rate Base + 


Year 1940 
Under Under Pro- 
Year 1939 Present Rates posed Rates 


$59,253,339.60 $60,606,935.86 $61,496,554.98 
21,391,221.89  22,331,245.75 — 22,386,968.02 
38,275,690.11 — 39,109,586.96 
1,331,964.13  _1,340,179,31 


1,312,324.49 
39,607,654.24  40,449,766.27 


39,174,442.20 


* Reserve calculated by averaging first and last of year balances. 
¢ Average Plant in Service (a/c 100.1) less average reserve for depreciation plus allowance 


for working capital. 


The figures shown on this tabula- 
tion for “Average Plant” include only 
that group of accounts under the clas- 
sification of Telephone Plant in Serv- 
ice. Other accounts, which include 
property not presently used or useful 
in rendering telephone service, have 
not been added although they are in- 
cluded in the company’s exhibits. Me- 
tering equipment not considered used 
or useful in rendering telephone serv- 
ice under present rates is included only 
in Telephone Plant in Service in the 
estimate for 1940 under proposed 
rates. 

The reserve for depreciation, used 
as a deduction from the average plant 
in the above tabulation, is the amount 
calculated by the Department’s staff to 
be applicable to property in service in 
the state of Washington, and is dis- 
cussed on pages 75 to 83, inclusive, of 
Exhibit C-446. It appears, from this 
discussion, that prior to 1915 no rec- 
ords were kept by the company to 
show separately the amount of the 
total company reserve applicable to 
this state. It was, therefore, neces- 
sary to apportion the balance then in 
existence, which was done on the ba- 


sis of the percentage which the depre- 
ciable property in this state bore to 
the total company depreciable prop- 
erty. Subsequent to 1915, the com- 
pany has kept separately the annual 
debits and credits to the reserve for 
the state of Washington. The incre- 
ment resulting from these debits and 
credits, plus the apportioned balance 
in 1915, amounts to what may be 
termed the actual historical reserve of 
the company today, since the appor- 
tioned part represents only a negli- 
gible percentage of the total. 

[1] The balance in the deprecia- 
tion reserve as of December 31, 1939, 
applicable to the total properties in 
this state amounts to $25,447,533.08. 
It is our opinion that this amount 
should be set up in a separate account 
as of that date and that subsequent 
debits and credits be made thereto in 
such fashion as to enable the company 
at all times to report to the Depart- 
ment in detail the essential facts with 
reference to the depreciation reserve 
applicable to the state of Washington. 
This information is not only essential 
in the present proceeding but it is an 
element without which continuous reg- 





10 Mr. Greer testified that subsequent to the 
preparation of Exhibit C-446 the company 
furnished information correcting data pre- 
viously furnished regarding the depreciable 
property in the state of Washington in 1915. 
This information resulted in increasing the 
apportionment of the balance then in the 


Reserve for Depreciation to this state in the 
amount of $93,624.15. The original figures 
with respect to this apportionment which ap- 
pears on page 76 of Exhibit C-446 were 
corrected in the record and such correction 
has been incorporated in the figures appear- 
ing herein. 
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ulatory scrutiny of the future affairs 
of the company will be greatly limit- 
ed. The reserve for depreciation is 
not only helpful in the determination 
of value but also affords an additional 
measure of reasonableness of the com- 
pany’s annual charges for deprecia- 
tion expense. 

No valid reasons for failure to car- 
ry a separate reserve for depreciation 
for this state were advanced by com- 
pany witnesses when interrogated on 
this subject. 

[2-4] The working capital allow- 
ance, as shown in the foregoing com- 
putation of assumed rate bases, is 
the amount calculated by the Depart- 
ment’s staff and discussed on page 61 
of Exhibit C-446. The company, in 
several of its exhibits, presented a 
claim for working capital in the total 
amount of certain of its current as- 
sets, which include accounts due from 
subscribers and agents, materials and 
supplies, cash on hand, and so forth. 
This method is not indicative of the 
actual needs of the company because 
it may simply reflect sums on hand 
which may be carried at their respec- 
tive amounts as a mere matter of pol- 
icy. Furthermore, the cash item may 
include accumulations for payment of 
interest, dividends or other corporate 
purposes which have no place in a rate 
proceeding. It is our view that the 
working capital allowance should be 
that amount necessary to enable the 
company to meet its current payrolls 
and other expenses until such time as 
its current collections from its cus- 
tomers are sufficient to provide for 
these purposes. In view of the fact 
that a considerable portion of this 
company’s revenues are collected in 
advance of the rendition of service, 
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it is believed that the allowance com- 
puted by the Department’s staff of 
one-twelfth of the annual operating 
expenses, plus the average of the ma- 
terials and supplies on hand, fulfills 
all requirements and results in a lib- 
eral allowance. 

[5] In addition to the foregoing 
differences between figures shown by 
the company’s exhibits and _ those 
shown on page 93 of Exhibit C-446, 
which are to be presently summarized 
herein, taxes for the year 1939 have 
been included on the basis of their 
applicability to that year, regardless of 
when paid. In the company’s exhib- 
its, only taxes accrued during the year 
are included. 

All of the figures on page 93 of 
Exhibit C-446 are shown after minor 
net transfers, between states, of joint- 
ly used property, and the expenses 
and revenues associated therewith, 
which is in accordance with the pro- 
cedure followed by the company pre- 
paratory to the separation of its op- 
erations between its interstate and in- 
trastate business. 

With the foregoing exceptions, 
which are not considered adjustments, 
together with the indicated rearrange- 
ments of certain data, the figures as 
shown in Exhibit C-446, page 93, are 
the unaltered book figures of the com- 
pany for 1939, and the unaltered es- 
timates presented by the company for 
1940. 

A summarization of these data is 
presented herewith. The allocations 
to intrastate telephone operations, as 
thereon shown, were made on the ba- 
sis of the company’s separation meth- 
ods as described in Exhibits C-8 and 
C-9, and the percentages used were 
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derived from Exhibits C-265 to C- 
320, inclusive : 


chise requirement of the city of Los 
Angeles. A portion of the income tax 


UNADJUSTED OPERATING DATA—INTRASTATE TELEPHONE OPERATIONS 


1. Revenues 
2. Total Deductions * from Revenues 


POO ABO INCOME 0.64515 60i05 01's a 801s 8 4.6s:50 0s 


1940 Est. 
under Pro- 
posed Rates 

$15,813,100,28 
12,902,808.16 


1940 Est. under 
Present Rates 
$14,321,236.36 

12,741,375.64 
1,579,860.72 2,910,292.12 


1939 
Present Rates 
$13,684,766.00 

12,701,921.00 
982,845.00 


4. Assumed Rate Base (Plant in Service Less 


Dep. Res. plus Working Capital) 
5. Per cent of Line 3 to Line 4 


* This includes Operating Expenses, Taxes, and Depreciation. 


Adjustments to Company Book Data 


A review of the evidence before us 
indicates the necessity of making cer- 
tain adjustments of the company’s 
book data in order to determine the 
reasonableness of the company’s earn- 
ings under its present rates and the 
earnings that would be had if the pro- 
posed rates were granted, These ad- 
justments which are discussed below 
involve Federal Income Tax, Depre- 
ciation Expense Accruals, Pension 
Expense, License Contract Expense, 
Nonrecurring Expenses, Separation, 
and Amortization of Rate Case Ex- 
pense. In addition there is set forth 
a review of the company’s dial con- 
version program and the savings in 
operating expenses resulting from its 
completion. 


Federal Income Tax on Dividends 
from the Southern California 
Telephone Company 

[6] The company’s operating ex- 
pense statements for the state of 
Washington include a portion of the 
Federal Income Tax on dividends re- 
ceived by it from the Southern Cali- 
fornia Telephone Company. That 
corporation is in effect a mere oper- 
ating division of the Pacific Com- 
pany, but apparently exists as a sepa- 
rate corporation because of a fran- 
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39,174,442.20 
2.51% 


39,607,654.24  40,449,766.27 
3.99% 7.19% 


paid upon these dividends is allocated 
to the state of Washington on the 
basis of net operating income before 
Federal Income Tax. However, if 
the Southern California Telephone 
Company were in fact not a separate 
corporation, but an operating division 
of the Pacific Company, the income 
tax on profits from that division, un- 
der the company’s accounting pro- 
cedure, would be charged or prorated 
directly to that division. Certainly it 
should not be charged to the other op- 
erating divisions. It seems to us im- 
proper, therefore, to allocate to the 
company’s state of Washington op- 
erations any portion of this income 
tax on dividends received by the Pa- 
cific Company from the Southern Cal- 
ifornia Telephone Company, and an 
adjustment of the company’s book 
data to reflect the amounts so charged 
will therefore be made. The amounts 
of these tax adjustments assigned to 
intrastate telephone operations are as 
follows: 

$12,715.33 


2. 1940 under present rates 19,040.20 
3. 1940 Proposed rates in full effect 32, "532.15 


Annual Depreciation Expense 


[7, 8] We must allow this com- 
pany to earn and to charge to operat- 
ing expense by reason of accruing an- 
nual depreciation in plant and prop- 


204 





DEPT. OF PUB. SERV. OF WASH. v. PACIFIC TELEPH. & TELEG. CO. 


erty an amount to replace or restore 
the capital lost through such depre- 
ciation. We have considered the evi- 
dence given by all of the witnesses 
relating to this item of expense, and 
we have been forced to the conclusion 
that the company’s estimate of the 
service lives and salvage for large and 
important classes of property are too 
low and that annual accruals calcu- 
lated therefrom are too high. The 
record shows numerous instances 
where the company’s figures are un- 
reliable or subject to serious question. 

We are examining this entire mat- 
ter and we shall dispose of it in detail 
in our order in Cause Number F. H. 
7229, this Department’s general rate 
and service investigation of the Pa- 
cific Company. 

We are of the opinion, however, 
and we therefore find that no more 
than 3.77 per cent of the company’s in- 
vestment in depreciable property, or 
3.425 per cent of the total plant in 
service, should be allowed as a rea- 
sonable annual accrual for deprecia- 
tion in the state of Washington. The 
amounts of such depreciation adjust- 
ments for intrastate telephone service 
appear as follows: 


Washington 
Intrastate 
$253,085.04 
253,593.95 
257,140.49 


1939 Present rates 
1940 Present rates 


The percentage allowed is a maximum 
figure and we are giving serious con- 
sideration to additional adjustments 
which would result in still further re- 
ductions in the company’s claimed op- 
erating expenses. 


Pension Expense 


[9] The Pacific Company main- 
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tains a pension plan for its employees. 
It is alleged that expenditures or costs 
incurred in connection with the opera- 
tion of this plan are justified since 
the superannuation problem is one 
which must be met and that the costs 
under the Bell plan are reasonable. 
Since this plan was adopted, the So- 
cial Security Act has been passed, 
which provides pensions to employed 
persons generally on a scale compara- 
ble to that payable under the Bell Sys- 
tem plant with respect to all except 
the higher-salaried group, which con- 
stitutes less than 10 per cent of all 
Bell System employees. Under ex- 
isting conditions it is proposed that 
each employee will receive upon re- 
tirement the pension payable by the 
Bell System plus one-half of that pay- 
able under Social Security, this latter 
amount representing, in theory, the 
employee’s contribution to the Social 
Security fund. 

In approaching the problem of jus- 
tification of expenditures in connec- 
tion with payment of pensions, the 
propriety of including in operating 
expenses amounts designed to pro- 
vide for payment of pensions to Bell 
System employees in excess of those 
payable under the Social Security Act 
is seriously questioned. One theory 
which might possibly justify the in- 
clusion of such amounts is that in- 
creased efficiency results, through or- 
derly retirement which will be reflect- 
ed in lowered operating expenses and 
ultimately in reduced rates. However, 
this is questionable because the re- 
tirement of employees lies entirely 
within the discretion of the manage- 
ment and should not be dependent up- 
on the pension plan. 

There are no actuarial studies ap- 
34 PUR(NS) 





WASHINGTON DEPARTMENT OF PUBLIC SERVICE 


plicable to the Pacific Company alone. 
All such studies relate to the Bell Sys- 
tem generally, and the experience of 
the Pacific Company or its state of 
Washington operations may be far 
different from that of the Bell Sys- 
tem, as a whole, or other companies 
in the system. 

Laying aside for the moment the 
equity of burdening telephone sub- 
scribers with the cost of paying pen- 
sions in addition to those under the 
Social Security Act and also laying 
aside the accuracy of the actuarial 
studies underlying the determination 
of what are commonly referred to as 
“normal accrual rates,” there is still 
the question as to whether the total 
cost, if proper, has been and is being 
properly allocated to various account- 
ing periods. Under any method of 
providing funds for the payment of 
pensions, the amount ultimately re- 
quired is the same provided the plan 
remains unchanged. There are, how- 
ever, various methods of distributing 
the cost among accounting periods. 
Two methods represent the extremes. 
The first, commonly referred to as the 
“pay-as-you-go” plan, merely pro- 
vides for the charge to operating ex- 
penses in each accounting period of 
the amount actually disbursed as pen- 
sions during this same period. The 
other plan, known as the accrual plan, 
provides for accrual in advance 
through charges to operating expenses 
of amounts which will be disbursed 
in the future in the form of pensions. 

The Bell System accounting has 
been, since January 1, 1928, on the 


latter basis. This contemplates that 
there shall be accrued each year, 
charged to operating expenses and de- 
posited with a trustee, an amount equal 
to that year’s proportion of the total 
amount, which, with interest, will pro- 
vide pensions for all employees hired 
subsequent to the inauguration of the 
plan." The actuarial rate now used 
by the Pacific Company to accomplish 
this purpose is 2.39 per cent of the 
payroll. 

When the full service method of 
accounting was adopted by the Pacific 
Company on January 1, 1928, there 
were many employees with many years 
of service. Thus the company as- 
sumed an obligation to pay full service 
pensions to retiring employees with- 
out having made provision to accu- 
mulate the necessary tunds for the 
substantial periods of service there- 
tofore rendered by these employees. 
In other words under the company’s 
plan the full service rate of 2.39 per 
cent must be applied to the payroll 
for the entire number of years the 
employees are in service and the ac- 
cumulated fund must earn at the rate 
of 4 per cent if full retirement pen- 
sions are to be accumulated. This 
means that if the company’s actuarial 
studies are accepted as correct, funds 
for the personnel employed since the 
present plan was established are fully 
provided, but there is a shortage of 
funds on account of those employees 
who were in service prior to the in- 
ception of the plan. The company 
was aware of this shortage, common- 
ly referred to as the “Unfunded Ac- 





11 The adoption of this method of account- 
ing carries with it necessarily the assumption 
that benefits under the plan accrue in direct 
proportion to wages paid in each accounting 
period. If benefits under the plan, and by 
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benefits we mean resulting economies and in- 
creased efficiency of operation, accrue as bene- 
fits are paid, rather than as services are ren- 
dered, it would be improper to accrue for 
pensions in advance. 
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tuarial Reserve Requirement,” at the 
date of adoption of the present plan 
in 1928. At that time it amounted to 
$11,052,784.4 


This asserted liability has increased 
each year due to the fact that no in- 
terest has been earned on this amount 
and it is alleged that at December 31, 
1936, it had increased to $14,301,990. 
At that time the Pacific Company 
took steps assertedly for the purpose 
of arresting any further growth by 
increasing the accrual rate from 2.39 
per cent to 4.3 per cent.’® The increase 
amounted to about 4.5 per cent of the 
unfunded liability instead of the 4 per 
cent interest rate which was sufficient 
to halt any alleged further growth. 
The excess resulted because the com- 
pany attempted to relate a fixed fac- 
tor of interest on a definite sum as a 
percentage of a fluctuating payroll. 

It should be kept in mind that if 
there does in fact exist an unfunded 
pension liability the halting of its 
growth does not eliminate its pres- 
ence. According to company testi- 
mony it has been recognized that com- 
plete amortization within a reasonable 
period of years is necessary particu- 
larly for industrial organizations. 


This theory is based upon the assump- 
tion that the business may decline or 
actually come to an end leaving the 
employees wholly dependent upon the 
amounts then in the fund to meet their 
pension expectations. 


Testimony indicates that this sit- 
uation is not expected to occur with 
respect to telephone companies and 
that the only decline may be through 
temporary adverse business condi- 
tions. On this assumption further 
testimony indicated that a complete 
program of amortization is not nec- 
essary and that with respect to most 
companies, a program that would pre- 
vent further growth in the unfunded 
actuarial reserve requirement would 
be sufficient." 

Since it is expected that this busi- 
ness will not terminate at any foresee- 
able future date but instead will con- 
tinue to grow and expand it appears 
that there will never be any demand 
for a complete disbursement of the 
pension fund. Under these circum- 
stances the normal accrual rate of 2.39 
per cent will be sufficient to maintain 
the fund at a level necessary to sup- 
ply the needs for the orderly retire- 
ment of superannuated employees. 





12 After transfer of the employees benefit 
fund in 1928 this sum was reduced to 
$10,161,043. 

13Tf at the outset of the adoption of the full 
service accrual in 1928 steps had been taken 
to halt the growth in the alleged unfunded 
actuarial reserve requirement, the amount 
now necessary to accomplish that purpose for 
the entire Pacific Company would be $406,442, 
calculated at 4 per cent of the unfunded after 
transfer of the employees benefit reserve 
funds, or $239,616 less than was actually set 
aside for the year 1939. The Washington 
proportion of this figure would be approx- 
imately $52,000. In other words under the 
company’s present plan the subscribers are 
called upon to contribute $52,000 more in 
1939 merely because the company delayed 
taking steps to halt the growth in the alleged 
deficiency for nine years. 
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Calculations which we have developed indi- 
cate that had steps been taken towards com- 
plete amortization of the unfunded in 1928 
that this excess of $239,616 would now, in 
approximately thirteen additional years, com- 
pletely amortize the balance then asserted to 
exist. Certainly in view of this situation 
there is no economy in the company’s pres- 
ent method which will require the ratepayers 
to contribute these interest charges to infinity. 


14The record discloses that a program to 
prevent further growth in the unfunded was 
recommended for only six of the associated 
companies by the American Company in 1937. 
This would indicate that neither a program 
to halt such growth nor a program of amor- 
tization was considered necessary for the re- 
maining seventeen companies. 
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For these reasons the propriety of any 
charges whatsoever to the present sub- 
scribers resulting from the so-called 
Unfunded Actuarial Reserve Require- 
ment is seriously questioned. 

At this point it may be well to in- 
dicate certain statistics with reference 
to the operation of the Pacific Com- 
pany pension fund since the adoption 
of the full service accrual plan. In 
viewing these statistics it should be 
kept in mind that this company was 
organized in 1906, that it had a pay- 
as-you-go plan as early as 1913 and 
that the present normal accrual meth- 
od has been in existence since 1928. 
These facts give added significance to 
the considerable difference between 
the accruals and the actual payments, 
indicating that it will be many years 
before the actual payments will ex- 
ceed the accruals. 


1928 to 1939, Inclusive 


Charges for Pension Accruals 
(Excluding Interest on Un- 
funded Actuarial Reserve Re- 
quirement) 

Interest Additions to Funds... 

Other Additions to Fund (In- 
cluding Interest on the Un- 


$9,843,345.00 
3,545,800.36 


3,338,728.38 


Total Additions to Fund .. $16,727,873.74 


Actual Disbursements to Pen- 
sioners 


$2,501,104.34 


1939 Only 


Charges for Pension Accruals 
(Excluding Interest on Un- 
funded Actuarial Reserve Re- 
quirement) 

Interest on the Unfunded Ac- 
tuarial Reserve Requirement 

Interest Additions to Fund .... 


$808,418.00 


646,058.00 
501,121.48 


Total Additions to Fund .. $1,955,597.48 


Actual Disbursements to Pen- 
$408,609.43 


It appears that the American Com- 
pany’s pension plan has never been 
properly explored by any regulatory 
agency although the Federal Commu- 
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nications Commission now has the 
matter under consideration. There 
are many questionable features in con- 
nection with the plan which require 
further scrutiny. The presentation 
of the matter by Mr. Belcher, assist- 
ant chief statistician of the Ameri- 
can Company, was unsupported by 
the presentation of factual data which 
he stated could be viewed in New 
York city. The question is raised as 
to whether there actually exists any 
shortage of funds by reason of the 
so-called unfunded actuarial liability, 
If there is such a shortage is it proper 
to assess charges resulting therefrom 
to present-day subscribers since it is 
apparent that the unfunded liability 
is a theory which originates from serv- 
ice rendered by employees prior to 
1928? 

Further question is raised as to the 
propriety of the normal accrual rates. 
There is no proof in the record that 
the American Company’s rates may 
be properly applied to determine the 
actual costs for the state of Washing- 
ton. Indeed the Pacific Company it- 
self has never verified the reasonable- 
ness of the charges but has merely 
accepted the recommendations of the 
American Company, indicating that 
the matter is not an arms’ length trans- 
action. 

The further question has been 
raised and is reasserted here as to the 
propriety of requiring telephone pa- 
trons to support a pension plan which 
provides for the payment of pensions 
in excess of those provided by the 
Federal government under the Social 
Security Act. Is it reasonable that 
telephone patrons be compelled to sup- 
port a pension plan which in some in- 
stances provides for payment exceed- 
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ing $1,500 per month to a single in- 
dividual ? 

These and many other questions are 
raised, and it is, therefore, our con- 
sidered view that, pending further 
examination of the entire pension 
problem of this utility as it affects the 
state of Washington and pending ac- 
tion from the accounting viewpoint by 
the Federal Communications Com- 
mission (though such accounting rul- 
ing would obviously not be binding 
upon this Department in respect to op- 
erating expense allowance in a rate 
proceeding), this company should not 
be authorized at this time to charge 
to current operating expenses any 
sums other than those which may be 
obtained by the application of the nor- 
mal accrual rate of 2.39 per cent. To 
this end, an adjustment in the amounts 
set forth below must be made in the 
company’s claims for intrastate tele- 
phone operating expenses in the state 
of Washington. 
1, 1939 Present Rates 


2. 1940 Present Rates 
3. 1940 Proposed Rates 


$114,622.89 
114,520.17 
114,527.76 
Adjustment tn Respect to “License 
Contract” Expense 


[10] The relationship of the 
American Company to the corpora- 
tion whose rates are here at issue is 
not merely one of parent and subsid- 
lary. By means of a mechanism 
known as the “license contract” the 
Bell Telephone System has been weld- 
ed into a single, closely knit, nation- 
wide unit. Outwardly, this contract 
is an offer of service and advice for 


a stipulated compensation; as a mat- 
ter of fact, this mechanism is, in our 
opinion, a major instrumentality of 
control through which the parent cor- 
poration maintains complete and con- 
tinuous supervision and supremacy 
over its subsidiaries—down to the 
most minor detail of the operations— 
and thus protects its position as the 
holding organism of this nation-wide 
system. This is not said in any spirit 
of criticism, and we do not wish to 
be understood as not recognizing in 
this arrangement a mechanism of im- 
portance and frequently of much val- 
ue to the Bell subsidiaries. It is mere- 
ly a statement of fact upon which this 
record is apparently conclusive.” 
We are not concerned in these pro- 
ceedings with the question of whether 
or not this license contract arrange- 
ment is theoretically valid or valua- 
ble. The issue before us is whether 
the license contract payment is law- 
fully to be included in the Pacific 
Company’s allowable operating ex- 
penses in the establishment of rates 
for telephone service to its subscrib- 
ers and other patrons in this state. 
Briefly stated, the license contract 
provides for the furnishing by the 
American Company of engineering, 
research, legal, accounting, financial, 
and other services, at a stipulated rate. 
Among other things, the Pacific Com- 
pany is licensed to use within its ter- 
ritory certain apparatus covered by 
patents owned or controlled by the 
licensor and provision is made for toll 
connections with other Bell System 





15 Although the American Company’s license 
contract arrangement with the Pacific Com- 
pany has not at all times followed in form the 
arrangement with the other Bell operating 
companies, we are given to understand that 
it has now been brought into full conformity 


[14] 
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with the contracts now in force over the 
system. The present contract, however, has 
not as yet been brought to our attention for 
approval, as provided by statute, though it 
was filed in the instant proceedings as an 
exhibit. 
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companies. Payment was formerly 
set at 44 per cent of certain Pacific 
Company gross revenues, but the pres- 
ent compensation stipulated in the 
contract is 24 per cent. By written 
agreement, effective since January 1, 
1929, the fee has been limited to 14 
per cent but there is no apparent le- 
gal obstacle to increasing such pay- 
ments to the contract rate, although no 
such increase was indicated as being 
contemplated at this time. 


Under the provisions of Chap. 152, 
Laws of Washington, 1933 (Rem. 
Rev. Stat., § 10440, 1 to 4), the bur- 
den of proving the reasonableness of 
payments by a public utility operating 
in this state to an affiliated interest is 
placed upon the utility desiring to 
make such payment, and this Depart- 
ment is directed to disallow such pay- 
ment ‘in the absence of satisfactory 


proof that it is reasonable in amount.” 
Moreover, the Department is empow- 
ered to disapprove or disallow such 
payment “unless satisfactory proof is 
submitted to the Department of the 
cost to the affiliated interest of ren- 
dering service or furnishing the prop- 


erty or service. .’ Tt is fur- 
ther provided that “no proof shall be 
satisfactory unless it includes 
the original (or verified copies) of 
the relevant cost records and other rel- 
evant accounts of the affiliated inter- 
est, or such abstract thereof or sum- 
mary taken therefrom, as the Depart- 
ment may deem adequate. a 
The statute thus establishes in this 
state, and even broadens, the rule 
heretofore recognized in principle by 
the United States Supreme Court in 
the case of Smith v. Illinois Bell 
Teleph. Co. (1930) 282 US 133, 157, 
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75 L ed 255, PURI931A, 1, 12, 5] 
S Ct 65, wherein that court said: 

“In view of the findings, both of 
the state Commissions and of the 
court (below) we see no reason to 
doubt that valuable services were ren- 
dered by the American Company, but 
there should be specific findings by 
the statutory court with regard to the 
cost of these services to the American 
Company and the reasonable amount 
which should be allocated in this re- 
spect to the operating expenses of the 
intrastate business of the Illinois Com- 
pany in the years covered by the de- 
cree.” 

For the purposes of these proceed- 
ings, the license contract payment is- 
sue is therefore resolved into the fol- 
lowing, to wit, whether adequate and 
convincing proof has been offered by 
the Pacific Company in respect to the 
cost to the American Company of ren- 
dering services under this contract 
specifically related to the Pacific Com- 
pany’s operations in the state of Wash- 
ington, as well as in respect to whether 
such amounts are properly chargeable 
to the operating expenses of the Pa- 
cific Company in this state. 

In an effort to sustain the burden 
of proof thus resting upon it, the Pa- 
cific Company offered as witnesses a 
number of its own and American em- 
ployees, who testified at length upon 
the value of the services received. In 
addition, photostatic copies of certain 
records of the American Company 
were produced as exhibits in alleged 
proof of the cost of the services. 
Hundreds of vouchers, bills, and jour- 
nal entries representing a full year’s 
business of the American Company 
were included in these exhibits, but 
they covered the company’s opera- 
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tions as a whole and bore only acci- 
dental reference to the state of Wash- 
ington. An examination of a repre- 
sentative number of these documents 
disclosed the fact that no effort is 
made by the American Company to 
keep its costs of rendering license con- 
tract services by companies or by 
states. Further, it was impossible 
in most instances to ascertain from the 
documents the nature of the duties 
performed by employees or their ap- 
plicability to the state of Washing- 
ton. Traveling expense vouchers in- 
dicated that trips were made to prac- 
tically all parts of the United States 
and in some instances to foreign coun- 
tries by numerous employees, but in- 
formation as to the type of service 
performed by them upon reaching 
their destination, or its value to Wash- 
ington, was not shown. 

Testimony was introduced by the 
Pacific Company, largely through 
American Company employees, as to 
the nature and value of services ren- 
dered by the various departments of 
the American Company, the costs of 
which are kept separately for each de- 
partment. In many instances it is 
only by tracing a named employee 
back to his department and by refer- 
ence to its name that any idea at all 
may be had of his duties. Since the 
payrolls of the company were not sub- 
mitted, no data as to salaries were 
available. However, had such infor- 
mation been furnished, it would have 
been of little value since no attempt 
is made to relate the salary of an em- 
ployee to the various jobs upon which 
he may have worked during a year. 
Without doubt certain of the services 
performed by the American Com- 
pany refer to fixed capital but there 
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are no allocations or separations made 
and the entire payments by the Pacific 
Company are absorbed in operating 
expenses. 


We do not question the propriety 
of allocating the cost of certain li- 
censee services of a general nature, 
definitely not of a holding company 
character where value of service is not 
in question, and where direct assign- 
ment to companies or states cannot be 
accomplished. However, it is our view 
that costs directly incurred for specific 
companies and states should be kept 
by those subdivisions, and charged to 
them alone. Thus we feel that Amer- 
ican Company expense in connection 
with a rate proceeding in Oklahoma 
(for example) should be charged to 
Oklahoma, and no portion should be 
allocated to other states as is now the 
practice of the company. Certainly, 
no portion of any such costs should 
be allocated to the state of Washing- 
ton. Primarily such expenses are in- 
curred by the holding company to pro- 
tect the integrity of its investment and 
should appropriately be absorbed by 
the stockholders rather than by sub- 
scribers in territory far removed from 
the state in which the controversy aris- 
es. 
Exhibit C-109, introduced by the 
company, shows an allocation to the 
state of Washington for the year 1938 
of $317,457, which purports to be 
the American Company’s cost of ren- 
dering services under the license con- 
tract to the Pacific Company refer- 
able to its operation in this state. This 
allocation of alleged “costs” was 
based on certain purely judgment fac- 
tors, depending on the nature of the 
services involved, whether engineer- 
ing, legal, personnel, and the like, or 


34 PUR(NS) 





WASHINGTON DEPARTMENT OF PUBLIC SERVICE 


in relation to some other department 
of the American Company. Although 
some portion of the resulting amount 
of the alleged “costs” thus attributed 
by the American Company to the 
Washington operations of the Pacific 
Company might possibly have been 
related to certain work actually done 
directly for the benefit of those oper- 
ations, nothing appears in the exhibit 
just mentioned, nor for that matter 
anywhere else in the record, showing 
specifically the amount of such direct 
costs, or convincingly justifying the 
ascription to the Washington opera- 
tions of the Pacific Company of an 
amount computed according to the 
exhibit, or of any other defined 
amount. A large portion of these ex- 
penses are primarily for the benefit of 
the holding company’s investors rath- 
er than the ratepayers. 


For the services which allegedly cost 
$317,457 in 1938, the American Com- 
pany was paid at 14 per cent of cer- 
tain gross revenues, or $206,493, a 


difference of $110,964. In accord- 
ance with the stated terms of the con- 
tract the American Company could 
have collected 24 per cent of gross 
revenues, or $344,000,’* but neither 


this sum nor the alleged “cost” was 
actually collected, the difference be. 
tween the alleged costs and the amount 
collected being borne by the stock- 
holders of the American Company, 
This in itself is striking evidence of 
a recognition that this is fundamental- 
ly a stockholders’ expense, incurred 
primarily to protect the integrity of 
their investment, and which should be 
borne entirely by them.” 

This Department has had this prob- 
lem before it in several previous pro- 
ceedings. In no instance, however, 
has the Department approved the in- 
clusion in operating expenses of items 
representing payments for the license 
contract services which have been 
urged upon us by this company. The 
fact that the payments in question 
have actually been made to the Amer- 
ican Company is, of course, not per- 
suasive,"® and we are of the opinion 
that the record herein will not sup- 
port the operating expense allowance 
now asked. The situation is similar 
in important respects to that which 
was before us in the case of Depart- 
ment of Public Service v. Grays Har- 
bor R. & Light Co. (1936) 12 PUR 
(NS) 178, 204, in which we said: 





16 Under Smith v. Illinois Bell Teleph. Co. 
supra, this would be limited to actual cost. 

17 That the services performed under the 
license contract are rendered primarily in the 
interest of the American Company stockhold- 
ers is further emphasized by the fact that the 
conversion of four manually operated offices 
in Seattle was deferred at great expense to 
the Pacific Company in order to assist West- 
ern in smoothing out its installation and 
manufacturing loads. This was done in spite 
of the fact that the witness Crosland testified : 
“It installs central office equipment for the 
telephone companies as and when they re- 
quire it. . .” (italics provided) and “It 
(Western) could not afford to place the tele- 
phone companies in the position of not being 
able to get the equipment they want. . . 

Profits earned by Western accrue to the 
American Company as do those earned by 
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the Pacific Company. Western’s profits will 
be larger if there are no marked peaks and 
valleys in its manufacturing requirements and 
since the Pacific Company is attempting to 
include its actual operating expenses in its 
claims for rates, the American Company 
stockholders alone benefit through such ar- 
rangements. 

18 During the past several years the actual 
payments (allocated to state of Washington 
service on the company’s basis) have been 
as follows: 


pe $262,487.19 1934 $168,782.93 
211,791.00 177,012.07 
216,268.13 
210,616.02 
182,295.09 
159,857.38 
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“The evidence touching upon the 
management contract and construc- 
tion supervision contract was identi- 
cal in this cause and in Department of 
Public Works v. Willapa Electric Co. 
in which we entered opinion, findings, 
and order on September 28, 1934. As 
we stated in that cause, the utility 
sought to meet the statutory burden 
of proof by some vague and inconclu- 
sive testimony about the value of the 
services rendered plus a mere offer of 
several volumes filled with abstracts 
of bare ledger entries. It required 
eleven days of patient and laborious 
examination by counsel for the Depart- 
ment to discover the significance of the 
abstracted entries. The record shows 
affirmatively that the figures listed in 
the exhibits as representing the cost 
of rendering the management service 
alone included unascertained amounts 


properly allocable to cost of holding 
company operations and cost of ren- 


dering construction 
(Italics supplied. ) 
“Without further extending this 
opinion, suffice it to say that we find 
that the utility utterly failed to prove 
the reasonableness of the arrangement 
by which it pays the holding company 
3 per cent of its gross revenues for 
management services ; that 
there was a total ‘absence of satisfac- 
tory proof that it (the payment) is 
reasonable in amount’; that no ‘satis- 
factory proof of the cost 
of rendering the service’ was 
submitted by the utility. Indeed, the 
only real ‘proof’ submitted affirma- 
tively and positively showed that the 
figures submitted did not represent the 
correct ‘cost to the affiliated interest of 
rendering the service.’ ” 
Essentially, this license contract 


supervision. 
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problem is one which cannot finally or 
sctisfactorily be solved by the indi- 
vidual states. Since it involves rela- 
tionships and expenses applicable 
throughout the entire Bell System, it 
seems to be a problem for the Federal 
regulatory body, which alone possess- 
es jurisdiction over both the fee-pay- 
ing and fee-receiving parties to the 
contract. 

When it is finally determined what 
portion of the costs of performing the 
services under the license contract is 
properly chargeable to the subscribers 
rather than to the American Company 
stockholders, it would immediately 
be necessary for the American Com- 
pany to maintain records adequate to 
enable every state of the Union to 
secure the necessary data for their 
own determinations in individual cas- 
es. Under such circumstances all 
actual and direct costs attributable to 
services to individual companies and 
states should be segregated on the 
American Company’s books. Rea- 
sonable allocation should then be pos- 
sible in respect to nonsegregable costs 
of services which are unquestionably 
of a license contract character, and all 
other costs may then be attributed, as 
they should be, to the cost to the 
American Company of holding the se- 
curities of its subsidiaries and of pro- 
tecting the large investment interest 
of its own stockholders. 

In view of the fact that the Ameri- 
can Company apparently has assumed 
that a portion of these costs should be 
borne by its stockholders, and in view 
of the further fact that neither it nor 
the Pacific Company have supplied us 
with any reasonable basis for the di- 
vision of such costs between subscrib- 
ers and stockholders, or with a con- 
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vincing showing as to the amount of 
costs actually and directly incurred 
with respect to the Washington oper- 
ations, it seems clear that there has 
been a complete failure of the type of 
proof required by the statute in respect 
to the cost of services under the li- 
cense contract which are properly ref- 
erable to the state of Washington. 
Under these circumstances, the entire 
item of expense claimed herein must 
be disallowed. 


The following tabulation shows the 
amounts of “licensee .contract” pay- 
ments which, in our opinion, should 
be deducted from the company’s in- 
trastate telephone operating expenses 
for 1939 and the estimates for 1940. 
1. 1939 Present Rates $195,631.85 


2. 1940 Present Rates 206,142.56 
227,116.04 


Nonrecurring Expenses 


[11] There are included in the 
company’s stated operating expenses 
for the year 1939, certain charges in- 
curred in connection with the pro- 
posed rate revision program in the 
Seattle exchange, amounting to $173,- 
654. Exhibit C-446 shows that of 
this sum $112,976 represents salaries 
and expenses of regular employees 
temporarily assigned to this work. It 
appears that this expense would have 
been incurred and included in the op- 
erating expenses regardless of wheth- 
er these employees were occupied on 
temporary duties in connection with 


the company’s rate revision program. 
The balance of $60,678 represents 


amounts expended by the company 
which will not recur, of which $53,- 
056.67 is applicable to intrastate tele- 
phone operations. 

These expenditures were made in 
connection with the company’s pro- 
posed measured service rate and ex- 
tended service rate area plans. Their 
inclusion in operating expenses would 
lead to results not indicative of nor- 
mal operation. 

It therefore is necessary to reduce 
the company’s intrastate telephone 
operating expenses for the year 1939 


by $53,056.67, 


Dial Conversion Program 


[12,13] As of December 31, 1938, 
the Pacific Telephone and Telegraph 
Company was supplying exchange 
service to its subscribers and patrons 
in the state of Washington by means 
of 52 manual magneto central offices, 
50 manual common battery central of- 
fices, and 22 dial, or automatic, cen- 
tral offices. On March 30, 1940, two 
of the larger manual common battery 
central offices (Walnut and Lakeview, 
in Spokane) were replaced by step-by- 
step automatic equipment, and the 
record in these proceedings shows that 
within the next three years the com- 
pany expects to replace no less than 
eight additional large manual common 
battery central offices with automatic 
equipment,”® and that a program is 
now under way to convert the major- 
ity of the existing magneto central of- 
fices and certain of the smaller com- 





19 New step-by-step dial equipment to re- 
place the existing manual office known as 
Proctor, in Tacoma, will be cut into service 
on approximately June 1, 1940, and the com- 
pany plans to replace the Kenwood-Vermont 
and Sunset-Hemlock manual offices in Seattle 
with dial equipment on April 1, 1942, and 


April 1, 1943, respectively. The Garland man- 
ual office in Tacoma is scheduled for replace- 
ment with dial equipment on June 1, 1941, and 
the Glenwood and Broadway offices in Spo- 
kane are scheduled to be replaced with dial 
equipment on April 1, 1941, and April 1, 1942, 
respectively. 
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mon battery central offices to dial op- 
eration. 

According to the testimony of Mr. 
I. F. Dix, vice president and general 
manager of the company for the 
Washington-Idaho area, it is not prac- 
ticable for the company to convert all 
of these offices to dial operation ear- 
lier than is now programmed, and the 
conversion of the four large manual 
offices in Seattle originally scheduled 
for 1941 and 1942 has been post- 
poned to 1942 and 1943. This action, 
said Mr. Dix, was taken because of 
the difficulty of properly taking care 
of the existing operating force, and 
further by reason of a desire on the 
part of the company to assist the West- 
ern Electric Company “in smoothing 
out their curve of installation and 
manufacture.” 


Mr. Dix testified that the company 
contemplated an orderly program for 
converting the central offices in Seat- 
tle, Spokane, and Tacoma to dial op- 
eration, starting with Seattle, as early 
as 1918 or 1919. This plan was halt- 
ed during the depression of the early 
thirties because of business uncertain- 
ties and operating force problems. In 
1937, the program was reéstablished, 
but due to shifts in population addi- 
tional engineering studies were re- 
quired, tending to delay the comple- 
tion of the plan. This delay, together 
with the difficulty of absorbing the 
present force which would not be re- 
quired under dial operation, and the 
asserted desire of the company to ad- 
just its schedule to the alleged cur- 
tailed production program of the 
Western Electric Company, has ap- 
parently postponed the completion of 
this program until 1943. There is 
much to be said for the company’s at- 
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titude towards its employees, which 
seems to us enlightened and of public 
moment in this connection. More- 
over, we agree that due to uncertain- 
ties faced during the depression, it 
was probably advisable temporarily to 
postpone the dial conversion pro- 
gram. However, giving full consid- 
eration to these factors, we believe 
that the company may justly be criti- 
cized for continuing the uneconomical 
method of operation of partial dial 
and partial manual in any exchange 
for a period of as long as twenty years. 

While the total monetary savings 
to be realized from converting the 
smaller manual exchanges to dial op- 
eration are minor, as compared with 
the substantial savings to be realized 
by converting the manual offices in 
Seattle, Spokane, and Tacoma to dial 
operation, they loom large when con- 
sidered in conjunction with the pres- 
ent operating costs of these smaller 
exchanges. However, the company 
apparently has no definite plan for 
converting these exchanges and has 
already postponed the installation of 
17 of the 22 which were proposed for 
conversion in its 1940 provisional es- 
timate, prepared during the latter part 
of 1939. According to the company’s 
contention, these conversions have 
been deferred largely because satisfac- 
tory arrangements have not yet been 
completed with farmer line compa- 
nies. Other companies have been able 
to overcome such difficulties and we 
are convinced that this company has 
been negligent. 

There can be no doubt but that 
large and substantial savings in oper- 
ating expenses will be effected as a re- 
sult of the conversion of the offices in 
question from manual to dial opera- 
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tion. Indeed, a consideration of Ex- 
hibit C-409 discloses that the com- 
pany expects that such savings will 
total more than three-quarters of a 
million dollars, on an annual basis. 
Of this, approximately $700,000 will 
be realized in the three exchanges of 
Seattle, Tacoma, and Spokane. Un- 
der the company’s present plan, the 
major proportion of these savings will 
be realized during the period of 1940 
to 1943,”° inclusive, and it is well able 
to effect additional economies by con- 
verting smaller manual exchanges to 
dial during the same period. It is the 
duty of this Department to make rates 
at this time that will be fair and rea- 
sonable for some time in the future. 
We therefore believe that it is not 
only necessary, but that it is our duty, 
to give full consideration to the sav- 
ings that can and will accrue during 
the next few years by converting the 
presently manually operated central 
offices to dial operation. Had simi- 
lar consideration to this program been 
given concrete form by the company, 
rate reductions, instead of applications 
for rate increases, might well have 
eventuated. 


Separation 


The Pacific Company furnishes a 
variety of services in the state of 
Washington, including exchange tele- 
phone service; message toll telephone 


service ; 
graph, 


private line telephone, tele- 
and_ teletypewriter services ; 


teletypewriter exchange service; ship 
telephone service ; radio program trans- 
mission service, and telephoto trans- 
mission service. Only the first two 
categories are at issue in these proceed- 
ings. Exchange service is exclusive- 
ly intrastate,** whereas all the other 
services furnished are both interstate 
and intrastate. Much of the com- 
pany’s plant is used interchangeably 
and frequently simultaneously in the 
furnishing of these several services. 

The company has maintained its 
accounts in accordance with the Uni- 
form System of Accounts prescribed 
by Federal regulatory bodies, but be- 
cause no complete segregation of 
property used in these several services 
is either provided for or is possible 
under existing accounting practices, 
the company’s book records can be used 
only as a starting point in the deter- 
mination of the reasonableness of its 
charges for intrastate telephone serv- 
ices. Since 1933 the Uniform System 
of Accounts for telephone companies 
has contained no provision for any 
separation of jointly used plant in- 
vestments between exchange and toll. 
However, from 1913 to 1933 the 
Uniform System of Accounts did pro- 
vide for a division of certain plant in- 
vestments between exchange and toll, 
in accordance with their “principal 
use,” which this company apparently 
interpreted to mean “predominant 
use,””** and it is asserted that its rec- 
ords reflect a division of its invest- 





20If the company’s presently anticipated 
conversion dates and estimated savings are 
accepted, the reductions in its operating ex- 
penses in each of the years 1940 to 1944, in- 
clusive, wholly disregarding the increased 
savings which will result because of antici- 
pated growth in business during this period, 
are as foliows: Year 1940, $64,444; year 
1941, $178,678; year 1942, $456, “fe year i943, 
$654, 937, and year 1944, $695,21 


21 The company does furnish interstate ex- 
change service from Lewiston, Idaho, to 
Clarkston, Washington, but the rates at 
Clarkston are not at issue in this case. 

22 See testimony of Mr. W. L. Kietzman, 
assistant vice president of the company, in 
Federal Communications Commission Docket 
No. 5681, Tr. 355. 
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ment on that basis. Under such an 
accounting procedure, a pole carrying 
ten toll and eight exchange wires 
would be charged to toll fixed capital, 
whereas, if such toll and exchange 
wire loads were reversed, the pole 
would be charged to exchange fixed 
capital. The toll wires, in turn, might 
be used for both interstate and intra- 
state message telephone services, tele- 
graph service, and other services ren- 
dered by the company, and exchange 
circuits are, of course, used in trans- 
mission of local exchange calls as well 
as interstate and intrastate toll mes- 
sages. 

The company has attempted to seg- 
regate certain of its toll expenses but, 
in most instances, such allocations are 
only approximate. Expenses associ- 
ated directly with plant, such as main- 
tenance and depreciation, follow the 
“principal use” classification of the 
property. The toll expenses, in all 
instances, include those involved in 
furnishing both interstate and intra- 
state message toll services, as well as 
all other toll and telegraph services. 
The accounting records of the com- 
pany set forth the revenues derived 
from various kinds of services, such 
as exchange service revenues, toll 
service revenues, and private line reve- 
nues, but in certain instances, ex- 
change and toll revenues are combined. 
No attempt is made to account sepa- 
rately for revenues derived from in- 
terstate and intrastate services. 

For administrative purposes, the 
company allocates 20 per cent of toll 
revenues to each exchange at which 
they are originated, in an apparent 
attempt to compensate exchanges for 
use of exchange plant and equipment 
and services performed in the han- 
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dling of toll business. Regardless of 
whether this amount may be deemed a 
proper or sufficient allocation for 
such purposes, it, of course, does not 
afford any acceptable basis either to 
the company or to this Department 
for an adequate determination of the 
reasonableness of the company’s in- 
trastate toll and exchange rates. The 
company, therefore, submitted exten- 
sive “separation studies,” purporting 
to set forth the investment in plant 
and equipment properly allocable to 
exchange telephone and to intrastate 
toll telephone services, respectively, 
as well as the expenses involved in 
rendering these services and the reve- 
nues derived from each. 


In making these studies, a survey 
of the plant and equipment was made 
to determine the investment in parts 
used exclusively for exchange services, 


exclusively for intrastate toll services, 
and jointly for either of these two 
services and other services. Certain 
of the jointly used items were then 
allocated to exchange and to intra- 
state toll on the basis of the relative 
amount of use of plant for these two 
classes of services, as compared with 
the total use.** Expenses, such as de- 
preciation and maintenance, were al- 
located to exchange and intrastate 
toll, in accordance with the allocation 
of investment to the two services. 
Traffic expenses were apportioned on 
the basis of traffic or operator work 
units involved in handling the calls, 
and commercial and accounting ex- 
penses were allocated on the basis of 
special cost studies. Percentages 
based upon plant investments, expen- 





23 Message-minute-miles were used for toll 
lines, and message-minutes were used for 
other classes of plant and equipment. 
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ses, and revenues, were used to appor- 
tion other expenses. 

[14, 15] The company prepared 
two types of separations, character- 
ized respectively as ‘“‘board-to-board” 
and “station-to-station,” both pur- 
porting to set forth the investment, 
revenues, and expenses properly allo- 
cable to exchange and to intrastate toll 
telephone services. It was asserted 
that the board-to-board separation 
conforms with the company’s method 
of rate making, which was stated to 
be based upon the assumption that toll 
service rates are to compensate the 
company for the use of facilities and 
services performed in transmitting 
calls between toll switchboards in dif- 
ferent cities, and that the compensa- 
tion which the company receives for 
use of plant equipment and the serv- 
ices performed in connecting the sub- 
scribers to the toll switchboards is in- 
cluded as a part of the exchange 
rates. ** Opposed to this board-to- 
board method of rate making is the 
station-to-station theory, which as- 
sumes that a toll call originates at a 
subscriber’s station and terminates at 
another such station, and that the toll 
rate is sufficient to compensate the 
company for the use of all facilities 
and for all services performed in 
transmitting toll messages from one 
telephone station to another. It was 
stated by the company that its purport- 
ed station-to-station separation was 
submitted in order to comply with the 
decision of the United States Supreme 
Court in the Chicago Case,® in which 


the principle was laid down that usage 
of plant and equipment for toll sery- 
ices should be considered from one 
station to another instead of from toll 
board to toll board. 

In compiling its purported station- 
to-station separation subscribers’ line 
plant and equipment was apportioned 
between exchange and toll on the basis 
of the relative amount of time that 
such facilities were used for the two 
services. Under the board-to-board 
separation, in which such plant was. 
not considered to be jointly used, the 
book cost of plant and equipment as- 
signed to exchange service amounted 
to $49,204,160, whereas, in the pur- 
ported station-to-station separation, 
it is shown to amount to $47,530,267. 
Expenses involved in connecting sub- 
scribers to the toll switchboards, and 
those associated with the subscribers’ 
line plant apportioned to toll, were like- 
wise allocated to toll under the so- 
called station-to-station separation. 
After making these allocations of in- 
vestments and expenses to toll (they 
had been classified as exchange in the 
board-to-board separation), the com- 
pany proceeded to allocate a portion 
of the exchange revenues to toll. The 
result of these involved computations 
to obtain a station-to-station separa- 
tion was to reduce exchange net reve- 
nues, as compared with those indicat- 
ed by the board-to-board separation, 
in the amount of $54,607, and to in- 
crease the intrastate toll net revenues 
$43,837. This revenue allocation 
was apparently made on the theory 





24 The company maintains the propriety of 
the board-to-board theory, and quoted in evi- 
dence the definition of exchange service, which 
appeared in its filed tariffs in support of its 
contention that the exchange rate includes a 
charge for connection from the subscribers’ 
stations to the toll board. The company has 
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recently withdrawn the provision in question 
at the request of the Department. 

25 Smith v. Illinois Bell Teleph. Co. (1930) 
282 US 133, 75 L ed 255, PUR1931A, 1, 51 
S Ct.65. 

26 The difference between these exchange 
and toll net revenues represents the amount 
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that the present rates have been estab- 
lished on a board-to-board basis and 
that they therefore included an 
amount to cover the costs of connect- 
ing the subscribers to the toll board.” 

It is the opinion of this Department 
that the Pacific Company was justi- 
fed in making an allocation of ex- 
change revenues to toll in the station- 
to-station separation if the telephone 
rates were in fact made on the board- 
to-board basis, and if the rates there- 
fore in fact included an allowance to 
cover the costs of connecting the sub- 
scribers to the toll boards. However, 
it is evident that if telephone rates 
have been and are to be made on that 
basis in the future, the information 
afforded by station-to-station separa- 
tions, such as was presented in this 
case, is of no value because the final 
results are to all intents and purposes 
not different from those produced by 
the board-to-board separations. 

The license contract which, among 
other things, specifies the method of 
dividing revenues derived from inter- 
state toll business interchanged with 
the Long Lines Department of the 
American Company states with re- 
spect to the portion retained by the 
Pacific Company that “. said 
compensation (is) to cover the use of 
the necessary switchboard and trunk- 
ing and other toll terminal plant and 
facilities and all the facilities and 


services of an exchange furnished for 
and in connection with such communi- 
cations whether to or from such ex- 
change, except the exchange service 
required to establish connection be- 
tween an exchange station and the toll 
terminal plant, for the use of which 
excepted facilities the licensee is com- 
pensated by its rates for exchange 
service in such exchange.” Obvious- 
ly, if this Department were to be 
guided by this provision, it would be 
necessary to fix exchange rates in such 
fashion as to include a portion of the 
charge for interstate toll service which 
is not within its jurisdiction. 

It is our opinion that to adopt the 
board-to-board basis for making tele- 
phone rates would not only encroach 
upon the field of Federal regulation, 
but would also violate sound principles 
of rate making. In the first place, the 
majority of the toll calls are originat- 
ed by a small percentage of the sub- 
scribers ; in fact, many subscribers do 
not use toll service at all, yet if the 
board-to-board basis were to be adopt- 
ed, some amount must be added to 
each subscriber’s exchange bill to cov- 
er the cost of connecting subscribers 
to the toll boards. The board-to- 
board basis of rate making, therefore, 
discriminates against the small and 
occasional users of toll service in favor 
of large users. It also discriminates 
in favor of pay-station users because 





which the company assumed was included in 
subscribers exchange rates to cover the cost 
of connecting the subscribers to the toll 
switchboards for the purpose of completing 
interstate telephone calls. 

*7 Exhibit C-448 shows that the exchange 
net revenues under the company’s station-to- 
station separation methods should be increased 
$306,688 for 1938 under the present rates, 
$378,910 for 1938 under the proposed rates, 
$309,729 for 1939 under the present rates, 
$331,826 for 1940 under the present rates 
and $412,598 for 1940 under the proposed 
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rates if it were assumed that the rates are 
or were to be made on the station-to-station 
basis rather than on the board-to-board basis. 
28 If the exchange, intrastate toll and inter- 
state toll net revenues under the board-to- 
board separation produces a uniform rate of 
return on the investments allocated to these 
services, the rates of return would remain 
uniform after the further station-to-station 
separation if properly made. However, in the 
present instance, the methods used by the 
company were in error. This resulted in un- 
derstating the exchange net revenues. 
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the same charge is made for a toll call 
whether it is originated at a public 
pay station or at a subscriber tele- 
phone.” For these reasons we cannot 
accept the board-to-board basis of 
rate making. 

We recognize that toll service rates 
must be set at a higher level under the 
station-to-station theory of rate mak- 
ing than under the board-to-board 
basis. Thus, it would be patently un- 
fair to use the station-to-station the- 
ory for setting exchange rates and the 
board-to-board basis in fixing toll 
rates because under such a procedure 
the company would be unable to re- 
cover certain exchange expenses allo- 
cated to toll and would concurrently 
fail to obtain a return on the portion 
of the investment in subscribers lines 
allocated to toll services. Regardless 
of what may have been the rate-mak- 
ing theory employed by this company 
in the past, we are now adopting the 
station-to-station basis of rate making 
and shall require that the company’s 
tariffs be constructed hereafter upon 
that principle. 

In order No. F. H. 7084, effective 
as of January 1, 1938, the Depart- 
ment ordered that “all telephone utili- 
ties engaged in interstate business shall 
prepare at reasonable intervals sepa- 
ration studies from which it may seg- 
regate as between interstate and in- 
trastate operations the accounts for 
plant, operating expenses, operating 
revenues, taxes, depreciation, etc., and 
so report them annually to the Depart- 
ment = 


Because of the work and expense 
now involved in compiling exchange 
and intrastate toll operating results 
under the company’s present prac- 
tices, and because it is impossible 
for this Department to regulate tele- 
phone rates efficiently and economical- 
ly without having these data available 
currently, we consider it imperative 
that this company proceed at once to 
devise ways and means acceptable to 
this Department, whereby reasonably 
accurate separation data may be made 
available to the Department as a cur- 
rent operating routine. In developing 
reports to show separately the ex- 
change and intrastate toll operating 
results, toll service should be consid- 
ered as originating at a telephone sta- 
tion and terminating at another and 
the expenses should include all costs 
directly incurred in its rendition, plus 
a fair proportion of operating costs 
incurred jointly by toll and other serv- 
ices. 

In view of these conclusions, the 
corrections which are listed below 
should be made in the intrastate tele- 
phone net revenues compiled under the 
company’s station-to-station meth- 
ods: 

1, 1939 Under Present Rates 


2. 1940 Under Present Rates 
3. 1940 Under Proposed Rates 


$42,739 


Rate Case Expenses 
[16, 17] There is included in the 


operating expenses of the company 
for the year 1939, the sum of $404,- 
457.12, classified as rate case expense. 





89 Under the board-to-board theory the sub- 
scribers’ exchange rate includes an amount 
to cover the cost of making connections to the 
toll board, whereas the costs of connecting 
pay station users to the toll board would 
either have to be borne by the company’s 
regular exchange subscribers or by users of 


pay stations for local calls. The latter could 
be assumed only on the theory that some 
portion of the nickels paid for local calls 
were to cover the cost of connecting other 
users to the toll board for the purpose of 
making toll calls. 
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It is asserted by the company that of 
this amount $226,502.61 is represent- 
ed by salaries and expenses of regular 
employees of the company diverted 
temporarily from their ordinary du- 
ties to work on the instant causes. It 
appears that these amounts would have 
been incurred and included in operat- 
ing expenses whether or not the pres- 
ent rate proceedings were in progress. 
The remainder, $177,954.51, compris- 
es nonrecurring rate case expenses. 
To this amount should be added $82,- 
428.15 representing bills of this De- 
partment for the cost of its investiga- 
tion assessed to the company in ac- 
cordance with statutory authority, 


making a total for 1939 of $260,- 
382.66. Similar estimated nonrecur- 
ring rate case expenses for the year 
1940 are $20,000 and $90,000 for the 
company and Department, respectively, 
making a total for the year of $110,- 


000. The total of such nonrecurring 
rate case expense for the period 1939 
and 1940 is therefore $370,382.66. 
Unadjusted use of the stated ex- 
penses of the company for rate case 
work during the investigatory period 
would obviously introduce a wide dis- 
tortion from normal experience were 
the entire amounts of these particular 
expenses to be included. Since these 
figures represent proper operating 
charges, they must be allowed, but it 
is our opinion that the sum of $370,- 
382.66 should be amortized over a pe- 
riod of ten years,® in equal amounts 


of one-tenth of the total amount or 
$37,038.27 annually. This will serve 
to increase stated operating expenses 
in the estimates for the year 1940, as 
prepared by the company, since only 
normal regulatory costs were includ- 
ed in those forecasts. As stated above, 
$260,382.66 has already been charged 
to operating expenses for the year 
1939. Since the annual amortization 
charge is $37,038.27, an adjustment 
downward for 1939 of $223,344.39 
should therefore be made, and for 
1940 and subsequent years adjust- 
ments upward of $37,038.27 will also 
be made. 

1939 Present Rates 

1940 Under Present Rates 

1940 Under Proposed Rates in 


Full Effect 
* Denotes a red figure. 


$204,566.88 
37,038.27* 


37,038.27* 


Adjusted Operating Statements 


The effect upon the company’s op- 
erating expenses of the adjustments 
hereinabove discussed are summarized 
in the following tabulation: These 
adjustments in each instance result in 
increasing the net operating income 
for the state of Washington which, in 
turn, acts to increase the amount of 
Federal income tax applicable to this 
state. This is true because of the fact 
that income tax is paid on total com- 
pany net income, which is then ap- 
portioned to individual states on the 
basis of their operating income prior 
to income taxes. This adjustment 
which acts as a reduction to those 





_ 0 West Ohio Gas Co. v. Ohio Pub. Util- 
ities Commission (1935) 294 US 63, 79 L ed 
761,6 PUR(NS) 449, 55 S Ct 316, and cases 
cited therein. At page 4326 herein, Mr. 
Kietzman, the company’s principal rate wit- 
ness, stated that the exchange grouping pro- 
Posed in the present case “would probably 

good for a long period of time . . . ten 
years.” In Driscoll v. Edison Light & P. Co. 
(1939) 307 US 104, 121, 83 L ed 1134, 28 
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PUR(NS) 65, 76, 59 S Ct 715, the court 
said: “There could rarely be an anticipation 
of annually recurring charges for rate regu- 
lation. Under the circumstances here pre- 
sented where full statistics on investment, in- 
ventory, and labor requirements have been 
made which, as cumulated, will form largely 
the basis of all future negotiations, we are of 
the opinion that amortization over a 10-year 
period is reasonable.” 
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aforementioned, will be found on the 
statement following. It is a summary 
tabulation of indicated adjustments 
and is presented for convenient ref- 
erence: 


In the following tabulation the un- 
adjusted operating income figures and 
the unadjusted assumed rate base fig- 
ures as shown on page 9 have been 
brought forward for the purpose of 


SUMMARY OF ADJUSTMENTS TO OPERATING INCOME—INTRASTATE TELEPHONE OPERATIONS 


. Federal Income Tax on Dividend Income 
Elimination of Licensee Fees 
. Interest on Unfunded Pension Liability 


Revision Program 
Rate Case Expenses 
. Station-to-Station Separation Correction 
. Depreciation on Plant Adjustments 
. Income Tax on Adjustments 


SS ONDMH fWNe 


per Ex. C-454, p. 15 


. Income Tax Applied to Adjustments on Line 107 


Total Adjustments 


* Indicates red figure. 
+ Rate of Income Tax. 


1939 Present Rates, 15.23% 


In addition to the foregoing adjust- 
ments to operating income, others are 
necessary with respect to the assumed 
rate base figures as presented on the 
tabulation of unadjusted data. 
These, as indicated in Exhibit C-446, 
have been discussed in connection with 
related items included in operating 
expenses, and are set forth covering 
intrastate telephone operations as fol- 
lows: 


Total Adjustments as per Ex. C-446, p. 60... 
. Adjustments a/c Revised Depreciation Rates as 


1940 Present Rates, 16.29% 


1939 Pres- 
ent Rates 
$12,715.33 
195,631.85 
114,622.89 


53,056.67 
204,566.88 
42,739.00 
9,448.76 
94,436.06* 


$538,345.32 


1940 Pres- 
ent Rates 
$19,040.20 
206,142.56 
114,520.17 


1940 Pro- 
posed Rates 
$32,532.15 
227,116.04 
114,527.76 


Nonrecurring Expense in connection with Rate 


37,038.27* 


37,038.27* 
45,402.00 


62,496.00 
2,122.67 2,126.55 
53,944.19* 60,664.17* 


$296,245.14 $341,096.06 





$253,085.04 $253,593.95 $257,140.49 
38,544.85* 41,310.45*  — 42,248.18* 


$752,885.51 $508,528.64 $555,988.37 





1940 Proposed Rates, 16.43% 


applying the indicated adjustments in 
order to show the results of the com- 
pany’s intrastate telephone operations 
on an adjusted basis: 

[Tabulation on page 223.] 


Claims Made by the Company in 
Respect to Rate Base 

The company offered testimony re- 

lating to “reproduction cost,” “the 

cost of establishing the business,” the 


1939 Pres- 1940 Pres- 1940 Pro- 
ent Rates ent Rates _ posed Rates 


Interest on the Unfunded Actuarial Pension Reserve 


Requirement Charged to Plant and Equipment .... 


$41,565.78 $55,134.23 $55,235.03 


Construction Work Associated with the Rate Revision 


Program 


Total Adjustment to Assumed Rate Base 


207,085.86 
248,651.64 55,134.23 55,235.03 








81 Exhibit C-455, p. 114, indicates that an 
excessive charge of $1,478,381 was made by 
the American Company to the Pacific Com- 
pany on the sale of leased instruments in 
1927. A portion of this charge applicable to 
Washington remains on the books today. 
However, information with respect to the 
transaction necessary to enable the adjust- 
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ment of fixed capital for the purpose of these 
proceedings was not available. 

82 This item has not been included in as- 
sumed rate base figures for 1940 estimated 
under present rates. It is properly chargeable 
to 1940 estimated under proposed rates, and 
therefore it is not necessary to deduct it from 
the figures for either of the 1940 estimates. 
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“per cent condition” of its property 
used in deriving the amount claimed 
as the existing depreciation in its prop- 
erties, the “going concern value,” and 
the “fair value” of its properties in 
the state of Washington. The com- 
pany’s asserted fair value of its plant 
and equipment of $68,000,000 is 
$274,348 more than the sum of its 
estimated ‘“‘reproduction cost” and its 
“going concern value” less the amount 
claimed for existing depreciation. 
We discuss this claim of “fair value” 
later herein. 


The Company's Reproduction Cost 
Estimate 


[18] The company submitted an 
estimate of the cost of reproducing 
its plant and equipment in the state of 
Washington in the amount of $67,- 
059,639. In making this estimate, 


the company priced inventories which 
were largely compiled from engineer- 
ing and property records. Building 
material quantities were summarized 
from contractor’s original estimates 
which did not reflect actual conditions. 
The Department engineers’ check, 
which involved five of the larger build- 
ings, disclosed numerous errors that 
resulted in understating the company’s 
estimated reproduction cost of one of 
the buildings in the amount of 1 per 


Unadjusted Operating Income 
Adjustments to Operating Income 
Adjusted Operating Income 
Unadjusted Assumed Rate Base 
Adjustments to Assumed Rate Base 
Adjusted Assumed Rate Base 
Adjusted Rate of Return 


Present Rates 


cent, and overstating the others from 
1 per cent to 11 per cent. 

The costs of materials included in 
the company’s appraisal, which ac- 
count for nearly 50 per cent of the to- 
tal, in most instances were based upon 
Western Electric Company’s prices of 
the following nature: (a) Western’s 
published catalogue prices effective as 
of December 31, 1938, (b) Western’s 
published catalogue prices effective as 
of dates prior to December 31, 1938, 
(c) prices furnished by Western for 
items not manufactured in sufficient 
quantities to justify their publication 
as of December 31, 1938, (d) prices 
estimated by the Pacific Company en- 
gineers for items no longer manufac- 
tured by Western (e) Western’s pub- 
lished prices as of December 31, 1938, 
for substitute items, and (f) prices 
furnished by Western for obsolete 
items purporting to represent the 
amount which it would charge for such 
items were they manufactured as of 


December 31, 1938. 


Since Western is a wholly owned 
subsidiary of the American Com- 
pany ** and supplies nearly all of the 
materials used by the Pacific Com- 
pany, it is essential to determine 
whether or not the prices used by the 
company engineers in compiling the 
appraisal of its properties are in fact 
reasonable and also whether the pric- 


1939 1940 1940 
Present Rates Proposed Rates 


$1,579,860.72  $2,910,292.12 
508,528.64 555,988.37 
2,088,389.36 3,466,280.49 
39,607,654.24 40,449,766.27 
55,134.23* 55,235.03* 
38,925,790.56 39,552,520.01  40,394,531.24 
4.46% 28% 8.58% 


$982,845.00 
752,885.51 
1,735,730.51 
39,174,442.20 
248,651.64* 





83 Includes Telephone Plant in Service, Ac- 
count 100.1, and Property Held for Future 
Telephone Use, Account 100.3 only, adjusted 
to reflect Plant Not in Use as of December 
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31, 1938, and retired in 1939. 

84 Under the statute, both Western and the 
American Company are affiliated interests. 
Rem. Rev. Stat. 10440-1. 
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es actually paid for such materials have 
been reasonable. The company of- 
fered testimony of two Western em- 
ployees and one American Company 
employee in an attempt to prove the 
reasonableness of these prices. It was 
their contention that Western’s prices 
were reasonable if they were not high- 
er than the prices charged by independ- 
ent suppliers for comparable items 
and if Western’s profits were reason- 
able. The price comparison studies 
offered in support of this thesis are 
not convincing because: (a) West- 
ern has a large and assured volume of 
sales, whereas the independent sup- 
pliers with which comparisons are 
made must fix prices to earn a profit 
on a relatively small volume of busi- 
ness; (b) the difference between 
Western’s and the independents’ pric- 
ing policies were not given proper con- 
sideration; (c) Western’s and the in- 
dependent suppliers’ prices are not 
comparable because the independents 
have credit risks and incur sales ex- 
pense, whereas Western does not; 
(d) no proof has been produced that 
the independent suppliers’ prices with 
which comparisons are made are rea- 
sonable; (e) the cost of Bell System 
fundamental development and research 
work performed by Bell Laboratories 
is billed to the American Company, 
whereas such costs incurred by the in- 
dependents must be absorbed and in- 
cluded in their selling prices; (f) 
Western has advance knowledge of 
Bell Companies’ requirements, where- 
as the independents have little, if any, 
knowledge of their customers’ require- 
ments and must sell as, if, and when 
the telephone companies require ma- 
terials and then under competitive 
conditions; (g) the studies do not set 


forth any comparisons of Western’s 
and independent suppliers’ prices for 
assembled apparatus such as are set 
forth in Exhibit C-341, but are lim. 
ited to hypothetical comparisons; and 
(h) the studies do not set forth com- 
parisons of Western’s prices with 
those actually charged by independent 
suppliers even in instances where such 
information was used in compiling 
the studies, as is the case of lead coy- 
ered cable. 


The company’s testimony relating 
to the reasonableness of Western’s 
profits, as they apply to the materials 
sold to the Pacific Company for use 
in the state of Washington—or as 
they apply to the prices used by the 
company in determining the reproduc- 
tion cost of its properties, also was 
not convincing for the following rea- 
sons: (a) Western’s shop expense 
overheads and development loadings 
are not so allocated as to render possi- 
ble the determination of the cost of in- 
dividual products or lines of products; 
(b) Western’s method of compiling 
variations from standard costs of ma- 
terials and labor will not give correct- 
ly the cost allocable to individual prod- 
ucts or lines of products; (c) West- 
ern’s stated cost of products sold in 
any given year, from which its prof- 
it is computed, is not the actual cost 
of the products sold in that year, but 
is more nearly the cost of the year’s 
operations. These costs are charged 
against the products sold during such 
year. It follows that Western’s as- 
serted profits, as shown on Exhibit 
C-174, do not correctly represent the 
profit on sales in any specific year or 
any group of years. Hence, no proof 
may be derived from that exhibit in 
respect to Western’s profits on the 
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materials and equipment which are in- 
cluded in the Pacific Company’s plant 
in the state of Washington, or in re- 
spect to Western’s profit margins on 
materials and equipment at prices used 
in the company’s “‘reproduction cost” 
estimates in these proceedings; (d) 
Western’s average earnings during 
the 22-year period, 1916 to 1938, were 
apparently excessive, particularly in 
view of the fact that it is the manu- 
facturing branch of the Bell System 
and, under such circumstances, should 
be allowed to recover its costs if they 
are reasonable, plus a reasonable re- 
turn; (e) no showing has been made 
as to what earnings Western should 
be reasonably allowed; (f) there are 
no data in this record to show the 
profit that would accrue to Western 
if it sold all the materials in this com- 
pany’s plant at prices which the com- 
pany used in determining its estimated 
reproduction cost. 


Mr. F. J. Hammel, general price 
manager of Western, stated that in set- 
ting prices for obsolete items he gave 
no consideration to his company’s es- 
tablished policy that such prices should 
not be higher than those charged for 
other types and designs that will func- 


tion equally well or better. The rea- 
son given by Mr. Hammel for this de- 
parture from established pricing meth- 
ods was that the earlier models were 
assumed to be in production and 
the later models were assumed nev- 
er to have been developed. How 
such an assumption can be made rea- 
sonably when both the old and new 
models are currently in service in 
the plant was not explained. The 
anomalous results obtained from this 
method of pricing are illustrated by 
loading coils and cases. Here, ob- 
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solete types were priced at $564, and 
the types currently manufactured of 
superior quality were priced at $336 
each. If both types are assumed to 
be in production for the purpose of 
the reproduction cost estimate, it would 
not, of course, be possible for West- 
ern to sell the inferior obsolete type 
for as much as $336. 

In estimating the cost of Western’s 
services involved in installing and en- 
gineering central office equipment, the 
company engineers developed the per- 
centage relationship found to exist be- 
tween the cost of such engineering 
services and Western’s material pric- 
es, and the relationship found to exist 
between Western’s installation costs 
and the previously determined mate- 
rial and engineering costs for certain 
central offices considered to be repre- 
sentative of all offices owned by the 
company in the state of Washington. 
These percentages, which were based 
upon estimates supplied by Western’s 
engineers, were then used to deter- 
mine the total cost of such services. 
This is not the method used by West- 
ern in establishing the amount of its 
charges for such services under firm 
contracts for the sale of central office 
equipment, and it is evident from the 
record that there is no direct relation- 
ship between the prices Western charg- 
es for central office materials and its 
engineering and installation services. 

Mr. C. S. Watt, Western price engi- 
neer, who estimated the costs of in- 
stalling these sample offices, admitted 
during cross-examination that repro- 
duction cost estimates of installation 
of the manual and dial central offices 
should be made on the same basis as 
that used to determine actual charges 
made for such services. 
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In general, the company assumed 
that all outside plant and _ station 
equipment, except a portion of the 
underground conduit, would be re- 
constructed by company forces. In 
developing the cost of performing 
such work, the company relied upon 
actual experience. It was brought out 
during cross-examination that the 
methods used by the company engi- 
neers in developing the reproduction 
labor costs were erroneous, and that 
much of the actual experience used as 
the basis was not representative of the 
performance that would be experienced 
on a reproduction program. The same 
was found to be true with respect to 
many of the materials and labor load- 
ings and overheads included in the 
company’s appraisal. 

In the light of all we have said con- 
cerning the company’s reproduction 
cost estimate herein, it is our consid- 
ered conclusion that such testimony is 
lacking in probative value and that we 
have not been afforded by the company 
with adequate or credible data on 
which to base a reliable conclusion as 
to the reproduction cost of the com- 
pany’s property in the state of Wash- 
ington. 


Accrued Depreciation 


[19-21] We have carefully con- 
sidered the testimony in this case re- 
lating to the problem of determining 
the amount of depreciation that exists 
in this company’s plant and property. 
The company’s witnesses testified that 
they inspected samples of plant and 
property and observed certain condi- 
tions which caused them, through the 
use of what they called “judgment,” to 
come to the conclusion that such exist- 
ing depreciation amounts to 9.6 per 
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cent of the value of the whole. They 
then applied this percentage to the fig. 
ure which they declared represents cost 
of reproduction and have arrived at a 
dollar figure of $6,676,158 as of De. 
cember 31, 1938. 

The factors which cause deprecia- 
tion not only include wear and tear, 
the action of the elements, and similar 
causes of deterioration, but also such 
functional causes as inadequacy, obso- 
lescence, and the requirements of pub- 
lic authorities. The company wit- 
nesses gave little consideration to any- 
thing but purely physical causes of 
depreciation. In fact, their studies in- 
dicated the amount of deferred main- 
tenance rather than the sum of the 
depreciation. 

Functional depreciation was clearly 
shown to exist in this company’s plant. 
We, therefore, can give little weight to 
the claims advanced by the company 
witnesses for accrued depreciation. 

We are forced to the conclusion 
that the company has fallen short of 
sustaining the burden of proof as to 
the amount of accrued depreciation 
presently existing in its plant, nor have 
any reasonably reliable figures relative 
to this item been furnished us. In 
view of these facts we are forced to 
rely upon the depreciation reserve we 
have found to be assignable to the 
state of Washington as the proper 
measure of depreciation. 


The Company’s Claim of “Fair Value” 


The company’s claim of “fair val- 
ue” of its properties used and useful 
in rendering telephone service in this 
state was offered by Mr. Dix, who 
testified that in his opinion it is $68,- 
000,000. He declared that in arriv- 
ing at his opinion he had “given con- 
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sideration”: (1) to the company’s 
cdaimed cost of reproduction of $69,- 
658,344; (2) to that figure less the 
company’s admitted “existing depre- 
ciation” in the amount of $6,685,625, 
or a net of $62,972,719; (3) to the 
recorded book cost of $69,966,143; 
(4) to the company’s asserted “cost 
of establishing the business” under 
reproduction of $3,160,500; and (5) 
finally to his own “judgment figure” 
of $5,000,000 for “going concern val- 
ue.” 35 

On cross-examination Mr. Dix de- 
cared that these were all the factors 
that he had considered, but he was un- 
able to state the particular weight ac- 
corded by him to any individual fac- 
tor. He rested his opinion as to “fair 
value” solely upon his general asserted 
“consideration” of these several fac- 
tors, and stated that his estimate was 
“not a mathematical computation.” 
He offered no further explanation re- 
specting the basis of such opinion. 

Mr. Dix further testified that, in ar- 
tiving at his “fair value” figure, he 
had accepted and used without altera- 
tion Mr. Tellwright’s estimate of “re- 
production cost,’ as well as Messrs. 
Hewitt and Codington’s “condition 
per cent” estimates, and he added that 
he had accepted the latter figure as “‘a 
fair measure of all depreciation that 
had occurred in these properties up to 
December 31, 1938.” 

We have previously demonstrated 
the infirmities existing in two of the 
major elements entering into the com- 
pany’s determination of “fair value,” 
namely, “reproduction costs” and 
“existing depreciation.” In view of 
the fact that we have rejected the com- 





% The figures used do not reflect revisions 
set forth in Exhibit C-439. 


pany’s claims with respect to these 
two important factors, we shall not 
burden this order with a discussion 
of the other factors stated to have 
been given consideration. We are, 


therefore, forced to reject the com- 
pany’s claim of “fair value.” 


Reasonableness of Return under Ex- 
isting and Proposed Rates 


[22] We have previously dis- 
cussed the company’s recorded book 
data in respect to its investment, rev- 
enues, and operating expenses in this 
state, and certain adjustments which 
we deem essential in order to judge 
the reasonableness of the company’s 
existing and proposed rates. It is es- 
timated by the company that the pro- 
posed rates would produce net reve- 
nues in 1940 in the amount of $3,- 
466,280 or $1,377,891 more than 
would be produced under the exist- 
ing rate schedules. Were we to grant 
these proposed increases, the resulting 
net revenues would produce a return 
of 8.6 per cent upon the estimated av- 
erage book cost of plant and equip- 
ment during 1940 (including addi- 
tional investment required under pro- 
posed rates), less the depreciation re- 
serve, plus working capital. This re- 
turn we find to be unreasonable, un- 
just, excessive, and unlawful. 

It is apparent that the earnings to 
be tested against revenue require- 
ments are those of the immediate and 
reasonably foreseeable future. It is 
evident from the company’s esti-. 
mates, under its existing rates as ad- 
justed herein, that during the year 
1940 it will receive from its intra- 
state telephone operations in the state 
of Washington net revenues in the 
amount of $2,088,389. These reve- 
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nues equal a rate of return of 5.28 per 
cent upon the book cost of the com- 
pany’s property, less the depreciation 
reserve, plus working capital, amount- 
ing in total to $39,552,520. 

It is only fair to direct attention 
to the fact that the day before the 
close of the hearing Mr. Dix testified 
that in the light of the company’s ac- 
tual experience during the first three 
months of the year, these net earnings 
were, in his opinion, overstated in 
the amount of $225,000.%° We are 
not convinced that the estimate origi- 
nally submitted by Mr. Dix overstat- 
ed the net revenues, but were this re- 
vision accepted, the effect upon the 
intrastate net revenues would be con- 
siderably less than this amount be- 
cause it includes adjustments of both 
interstate and intrastate revenues and 
expenses and does not reflect neces- 
sary tax adjustments. Even though 
consideration be given to this revised 
revenue and expense estimate it is ob- 
vious that the company’s net earnings 
in 1940 will approximate $2,000,000. 
The return on this basis will amount 
to more than 5 per cent. 

In arriving at these rates of return 
of 5 per cent plus and 5.28 per cent 
no consideration has been given to 
savings in operating expenses approx- 
imating $700,000 resulting from dial 
conversions scheduled during the next 
three years. In addition there is sub- 
stantial evidence in the record which 
indicates that the annual depreciation 
expense used in determining the above 
net revenues is in excess of require- 


ments. If these factors were applied 
here, it is evident that the returns 
above found would be very materially 
increased. While the $700,000 say. 
ings mentioned would not apply to 
1940, it is the duty of this Depart. 
ment to give consideration to the rea- 
sonableness of the earnings under the 
existing rates, during a reasonable 
period in the future. In our order 
herein, we reserve jurisdiction to con- 
sider these matters further in F. H. 
No. 7229. 

[23] Asa matter of law, the bur- 
den of proof justifying the reason- 
ableness of the proposed schedules has 
been upon the company. ‘Taking in- 
to consideration the findings we have 
made relating to return under the pres- 
ent and proposed rates, the substan- 
tial reductions in operating expenses 
that will be realized during the next 
few years and the fact that the an- 
nual depreciation expenses used in de- 
termining the above stated net reve- 
nues appears to be excessive, we find 
that the company has failed to sus- 
tain the burden of showing that the 
Department should permit the pro- 
posed rate schedules to go into effect 
in order that its over-all intrastate 
earnings will produce a reasonable re- 
turn; and we also find that the com- 
pany has not proved that its intrastate 
telephone revenues derived under its 
existing rates are insufficient. We are 
not convinced that the over-all intra- 
state earnings of the company under 
its existing rates are unjust, unreason- 
able, and insufficient. 





86 According to the witness, this total re- 
duction in net would arise from increased 
trafic expenses of $55,000 and increased cost 
of relief and pensions of $25,000 to which 
should be added a reduction in estimated toll 
service revenues of $205,000 offset in part 
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by increased exchange revenues of $60,000. 
This revision of the 1940 estimate, said Mr. 
Dix, was a current view, made in the light 
of actual operations during the first three 
months of the current year. 
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Conclusion 


In arriving at our conclusions in 
the three suspension proceedings 
(Cause No. F. H. 7160, No. F. H. 
7163, and No. F. H. 7251), all of 
which have been consolidated for the 
purpose of hearing with the Depart- 
ment’s general investigation of the 
valuation, rates, practices, and serv- 
ices case entitled “Department of 
Public Service v. Pacific Telephone 
and Telegraph Company, a corpora- 
tion, No. F. H. 7229,” we have care- 
fully and fully considered all of the 
evidence presented and all the facts 
and circumstances reflected by the 
record herein and we find that each 
and every tariff filing made by this 
company considered in Cause No. F. 
H. 7160, No. F. H. 7163, and No. 
F. H. 7251 seeking to change rates 
of services in any manner whatsoever 
should be permanently suspended and 
the respondent should be required to 
cancel all said tariff filings. 

The issues in the proceeding enti- 
tled “King County, a municipal cor- 
poration v. Pacific Telephone and Tel- 
egraph Company, a _ corporation, 
Cause No. F. H. 7213,” which has 
also been consolidated with Cause 
No. F. H. 7229 for hearing, have 
been disposed of by our permanent 
suspension ordered herein, and we 
find that said cause should be dis- 
missed, 

These proceedings indicate one 
further fact: That the local man- 
agement of this company should be 
given greater freedom of action in 
handling matters in this area. If 
such authority were granted, we be- 
lieve that many of the problems dis- 
cussed herein could have been solved 
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without this time consuming and 
costly investigation. The fine spirit 
of cooperation and fairness shown by 
Mr. Dix throughout these proceed- 
ings were of great assistance to the 
Department. We feel that he is a 
man of high ability and integrity. 

All matters relating to rates, 
charges, and services in the Depart- 
ment’s general valuation rates, serv- 
ices, and facilities proceeding in Cause 
No. F. H. 7229, will be duly and prop- 
erly considered in a separate order to 
be issued by the Department and the 
Department retains jurisdiction for 
this purpose. 


ORDER 


Having fully considered all the 
facts and circumstances involved in 
these cases, and based upon the fore- 
going findings of fact and opinion, 
the Department of Public Service of 
Washington makes and enters the 
following orders: 


1. In Cause No. F. H. 7160 enti- 
tled Department of Public Service v. 
Pacific Telephone and Telegraph Com- 
pany, a corporation, it is ordered that 
Sheets 42747 to 42749, inclusive, of 
Tariff W.D.P.S. Nos. 5 and 6, Ad- 
vice No. 392, and Sheets 42750 to 
42754, inclusive, of Tariff W.D.P.S. 
No. 6, Advice No. 393, being tariff 
filings of the Pacific Telephone and 
Telegraph Company originally filed 
on June 22, 1938, and finally filed as 
of January 12, 1940, effective Feb- 
ruary 12, 1940, providing in general 
for the passing on to customers with- 
in cities of municipal occupation li- 
cense taxes levied by such cities; and 
providing further for certain in- 
creases in message toll telephone rates 
on intrastate routes exceeding 56 
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miles airline distance, shall be sus- 
pended permanently, and the Pacific 
Telephone and Telegraph Company is 
hereby ordered to cancel said sheets. 

2. It is further ordered, in Cause 
No. F. H. 7163 entitled “Department 
of Public Service of Washington v. 
Pacific Telephone and Telegraph 
Company, a corporation, that Sheets 
42755 to 42855, inclusive, of Tariff 
W.D.P.S. Nos. 5 and 6, Advice 394, 
originally filed on June 27, 1938, and 
finally filed as of January 12, 1940, 
effective February 12, 1940, being 
tariff filings of the Pacific Telephone 
and Telegraph Company, shall be, and 
they are hereby, permanently sus- 
pended, and the Pacific Telephone and 
Telegraph Company is hereby ordered 
to cancel said sheets. 


3. It is further ordered, in Cause 
No. F. H. 7251 entitled, Department 


of Public Service of Washington v. 
Pacific Telephone and Telegraph 
Company, a corporation, that Sheets 
44282 to 44685, inclusive, of Tariffs 
W.D.P.S. Nos. 5, 6 and 7, Advice 
No. 432, originally filed May 10, 
1939, and finally filed as of January 
12, 1940, effective February 12, 1940, 
being tariff filings of the Pacific Tel- 
ephone and Telegraph Company, 
shall be, and they are hereby, perma- 
nently suspended and the Pacific Tel- 
ephone and Telegraph Company is 
hereby ordered to cancel said sheets. 

4. It is further ordered that Cause 
No. F. H. 7213 entitled King County, 
a municipal corporation v. Pacific 
Telephone and Telegraph Company, a 
corporation, shall be, and it is hereby 
dismissed. 

5. It is further ordered that the 
Department shall retain jurisdiction 
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of Cause No. F. H. 7229 entitled “De- 
partment of Public Service of Wash- 
ington v. Pacific Telephone and Tele- 
graph Company, a corporation, to is- 
sue such order or orders in said cause 
as shall be proper. 


GarRIsON, Supervisor of Public 
Utilities, concurring: I agree with 
the findings and order but think that 
the following additional finding should 
be made where we discuss the pension 
plan. 

Our order questions the propriety 
of charging to operating expenses, 
accruals for pensions to retired high 
salaried executives of this company. 
However, the order provides for no 
present change in that regard. I can- 
not feel that this matter should go un- 
challenged. As indicated in the body 
of the order, the Bell plan provides 
for payment of extremely generous 
pensions to this group, in some in- 
stances exceeding $1,500 per month 
to a single individual. I cannot agree 
that the telephone subscribers should 
be required to contribute to the future 
security of retired executives who 
have for many years been paid annual 
salaries as high as $60,000. 

It is noted that under the present 
Bell pension plan a person who has 
had an average earning record with 
the company of $10,000 per year for 
a period of ten years, and thirty years 
service, would receive $250 per 
month. In view of this situation, I 
believe that this company should not 
be permitted to charge to operating 
expenses an accrual rate that includes 
the payment of pensions in excess of 
$250 per month. Certainly any em- 
ployee who has had an earning rec- 
ord which would provide a pension in 
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excess of the above amount has al- 
ready been sufficiently paid for serv- 
ices rendered, and has at all times been 
in a position to provide for his own 
future security. In placing a limita- 
tion of $250 per month, I believe this 
amount to be ample security for those 
who have experienced long periods 
at high salaries and who may have 
become unfortunate enough to be 
compelled to rely upon pensions. 

I further direct attention to the 


fact that this utility is a private en- 
terprise, supported by revenues from 
a public required to pay an established 
rate for a necessary service. In plac- 
ing this limitation I recognize that 
the great majority of subscribers who 
are contributing to this fund through 
the payment of rates, actually earn 
considerably less than $250 per month. 

It is estimated that this limitation 
will affect only a small number of 
employees. 





WASHINGTON DEPARTMENT OF PUBLIC SERVICE 
DIVISION OF TRANSPORTATION 


Re Skagit River Navigation & Trading 
Company et al. 


[Cause No. 7121.] 


Apportionment, § 64 — Equipment — Water carrier. 
1. The Commission, in determining the book cost of a boat freight carrier’s 
property, allocated the floating equipment on the basis of ton miles; docks, 
wharves, and real estate on the basis of tons on affected routes; office fur- 
niture and fixtures on the basis of tons of freight handled, p. 234. 


Apportionment, § 53 — Working capital — Interstate and intrastate operations. 
2. The Commission allocated an allowance for working capital of a boat 
freight carrier between interstate and intrastate operations on the basis of 
previously allocated fixed capital, p. 234. 


Apportionment, § 42.1 — Direct expenses — Indirect expenses — Ton-mile basis. 
3. Direct transportation expenses of a boat freight carrier were apportioned 
on a ton-mile basis, while its indirect expenses were apportioned on the basis 


of tons of freight handled, p. 234. 


Valuation, § 102 — Accrued depreciation — Sinking-fund method. 
4. The 4 per cent sinking-fund method of depreciation should be adopted 
in determining the rate base when book cost undepreciated is used as a figure 


representing fair value, p. 235. 


Rates, § 140 — Reasonableness — Competition as factor. 
5. Rate increases should not be ordered for a boat freight company at the 
instance of competitors, although the company is not earning a return to 
which it might be entitled, when rate increases would cause curtailment 
of traffic and result in a decrease in revenues, p. 235. 


[May 17, 1940.] 


231 


34 PUR(NS) 





WASHINGTON DEPARTMENT OF PUBLIC SERVICE 


ccna to investigate and fix the valuations, rates, 
charges, rules, regulations, and practices of certain steamboat 
companies; findings in accordance with opinion. 


By the DEPARTMENT: This matter 
came on regularly for hearing at Seat- 
tle, Washington, on the 16th, 17th, 
and 18th of January, 1939, and April 
24, 27, 28, 1939, and also October 9, 
1939, pursuant to notice duly given 
before Ferd J. Schaaf, Director, Ralph 
J. Benjamin, Supervisor of Trans- 
portation, and Don Cary Smith, Ex- 
aminer. 

The parties were represented as fol- 
lows: 

Department of Public Service of 
Washington by Will M. Derig, Ex- 
aminer, Olympia; Puget Sound 
Freight Lines by Philip D. Macbride, 
of Macbride and Williams, Attorneys, 
Seattle; Peninsula Navigation Com- 
pany by E. V. White, Agent, Seattle; 
Skagit River Navigation and Trading 
Company by Steven V. Carey, of 
Kerr, McCord and Carey, Attorneys, 
Seattle; Bellingham Chamber of 
Commerce by A. B. Culmer, Secre- 
tary, Bellingham; Carnation Compa- 
ny, Albers Bros. Milling Company by 
C. S. Connolly, Western Traffic Man- 
ager, Seattle; A. M. Castle & Compa- 
ny by C. C. Mueller, Traffic Manager, 
Seattle; Centennial Flouring Mills 
Company by O. W. Hardesty, Traf- 
fic Manager, Seattle; Crescent Man- 
ufacturing Company by E. A. Johns- 
ton, Traffic Manager, Seattle; Fisher 
Flouring Mills Company by M. D. 
Moon, Traffic Manager, Seattle; Frye 
& Company by J. D. Paul, Traffic 
Manager, Seattle; Imperial Candy 
Company by E. E. Beckett, Traffic 
Manager, Seattle; Lowman & Han- 
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ford Company by Robert Chalmers, 
Traffic Manager, Seattle; National 
Grocery Company by G. A. Mulvey, 
Traffic Manager, Seattle; Olympia 
Chamber of Commerce by B. F. 
Hume, Secretary, Olympia; Pacific 
Marine Supply Company by E. A, 
Carmody, Traffic Clerk, Seattle; Port 
of Bellingham by J. S. Gloman, Man- 
ager, Bellingham; Port of Everett by 
Nels Weborg, Secretary-Manager, 
Everett; Puget Sound Machinery De- 
pot by B. F. Curtis, Traffic Manager, 
Seattle; Seattle Chamber of Con- 
merce and others similarly situated by 
Raymond W. Clifford, Attorney, 
Olympia; Seattle Chamber of Com- 
merce further appeared by L. S. Me- 
Intyre, Manager of Transportation 
Department, Seattle; Seattle Indus- 
trial Traffic Managers Association by 
Alex D. Stewart, Executive Secretary, 
Seattle ; Schwabacher Bros. & Compa- 
ny, Inc., by H. J. Dobb, Traffic Man- 
ager, Seattle; Schwabacher Hardware 
Company by Rae C. Johnston, Traffic 
Manager, Seattle; Sears Roebuck & 
Company by D. B. Shields and H. C. 
Shaw, Traffic Department, Seattle; 
Seattle Hardware Company by W. A. 
Norton, Traffic Manager, Seattle; 
Tacoma Chamber of Commerce and 
Port of Tacoma by Jay W. McCune, 
Traffic Manager, Tacoma Chamber of 
Commerce, Tacoma; The Merchants 
Exchange by B. D. Riley, Manager 
and Assistant Secretary, Seattle; 
Washington Co-op Egg and Poultry 
Association and United Dairymen As- 
sociation by Herbert Schroeder, Traf- 
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fic Manager, Washington Co-op Egg 
and Poultry Association, Seattle; 
Coast Transit, Inc., by J. P. McMul- 
len, Manager, Seattle; Northwest 
Transfer by S. C. Roland, Owner, 
Bellingham ; Northwest Motor Freight 
Bureau and Peninsula Tariff Bureau 
by H. D. Williams, Agent, Seattle; 
Pacific Highway Transport by H. R. 
Culbertson, Traffic Manager, Seattle, 
and T. C. Fox, Assistant to Traffic 
Manager, Seattle; Pacific Inland 
Tariff Bureau by F. K. Hedges, Dis- 
trict Supervisor, Seattle; Seattle Auto 
Freight Depot by J. L. Bracklin, Man- 
ager, Seattle; South Bay Motor 
Freight Company, Inc., by J. M. F. 
Taylor, President, Aberdeen; Wash- 
ington Motor Freight Association by 
R. H. Culbertson, Seattle ; Washington 
Motor Freight Association and Pa- 
cific Highway Transport further ap- 
peared by Reuben C. Carlson, Attor- 
ney, Tacoma; South Bay Motor 
Freight Company, Inc., further ap- 
peared by L. B. Donley, Attorney, 
Aberdeen; S. C. Roland by Frederick 
J. Lordan, Attorney, Seattle; Pacific 
Highway Transport further appeared 
by Frederick J. Lordan, Attorney, 
Seattle. 


Witnesses were sworn and testified, 
exhibits introduced, and from the tes- 
timony introduced at the said hear- 
ings, the Department makes the fol- 
lowing: 


Findings of Fact 


The complaint in this cause was filed 
by the Department of Public Service 
on its own motion on April 29, 1938. 
On October 20, 1938, as a result of 
investigations conducted by members 
of its accounting staff, the Depart- 
ment dismissed its complaint against 
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Waters Brothers, Borderline Trans- 
portation Company, San Juan Trans- 
poitation Company, West Pass Trans- 
portation Company, and Peninsula 
Navigation Company because the op- 
erations of these carriers are so small 
that they have no appreciable effect on 
the matters involved in the complaint. 

Heretofore on March 12, 1940, 
findings of fact and order were is- 
sued herein as to the valuation and rate 
of return of the Puget Sound Freight 
Lines and affiliated companies. These 
findings of fact and order will be con- 
fined to the valuation and rate of re- 
turn of the Skagit River Navigation 
and Trading Company. This com- 
pany is one of the oldest boat freight 
carriers on Puget Sound. It operates 
specially constructed, shallow draft 
vessels between Seattle and Tacoma 
on the one hand and points on the 
Skagit river, Anacortes, Stanwood, 
and also serves many small north 
Puget Sound points. Its chief sources 
of revenue are the large hauls from 
canneries at Mount Vernon, Stan- 
wood, and Anacortes to off-shore ships 
at Seattle and Tacoma, large hauls of 
cannery supplies returning, and big 
shipments of hay, grain, and feed 
from the Skagit valley to the northern 
portion of Puget Sound. Approxi- 
mately 80 per cent of this company’s 
business is interstate; and almost 75 
per cent of its business is between 
Seattle and Mount Vernon. 

The Department’s staff made but 
one investigation of the books, rec- 
ords, and operations of this company. 
We have before us the figures for 
1937. Because of the expense, and 
because the Department believed no 
useful purpose would be served, it did 
not explore this carrier’s 1938 rec- 
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ords. We believe the record will bear 
out our opinion that the Skagit river 
concern’s business was on the upgrade 
in 1937 and that it further improved 
in 1938. 


The Department was unable to dis- 
cover adequate records of this com- 
pany prior to 1934. Since that time, 
however, its records have been well 
kept. These records show that the 
company had an earned surplus of 
$23,542.79 as of December 31; 1937, 
and that it paid a dividend of $5,000 
in 1937. Of this surplus $20,000 re- 
sulted from a lawsuit wherein the 
company received this sum in excess 
of the book value of the vessel ‘“Har- 
vester,” which was sunk by another 
ship at the dock in Seattle. 


Book Cost of Property 


[1] The Department’s accountant 
testified at the hearing that the rec- 
ords show the book cost of this re- 
spondent’s property, used and useful 
in rendering public service in Wash- 
ington, is $128,322.49 as of December 
31, 1937. This was allocated as fol- 
lows: interstate, $93,673.64, and in- 
trastate, $34,648.85. We find these 
allocations and their results to be fair 
and reasonable. 

Floating equipment was allocated 
on the basis of ton miles; docks, 
wharves, and real estate on the basis of 
tons on affected routes; office furni- 
ture and fixtures on the basis of tons 
of freight handled, and the lift truck 
of the vessel “Skagit Chief” to that 
vessel. 


Working Capital 


[2] The total operating expenses 
of this respondent were $99,528.88 for 
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the year 1937. One-twelfth of this 
sum is $8,294.07. To this, we have 
added $1,112.69 in prepaid items 
found in respondent’s books and we 
find that $9,406.76 is a fair and rea- 
sonable allowance for working capital, 
materials, and supplies. This we have 
allocated as follows: interstate, $7,- 
048.24 and intrastate, $2,358.52. Al- 
location was made on the basis of 
previously allocated fixed capital. 


Operating Revenues 


During the year 1937, this company 
received revenues amounting to $107,- 
324.55 for the transportation of 
freight. This we have allocated as 
follows: interstate, $86,959.54, and 
intrastate, $20,365.01. These reve- 
nues were divided between interstate 
and intrastate in accordance with the 
division thereof made by the company 
in its books. 


Operating Expenses 


[3] Operating expenses of this 
company for the year 1937 were $99,- 
528.88 made up of $78,199.90 direct 
transportation expense and $21,328.98 
not directly assignable to transporta- 
tion. The direct transportation ex- 
pense was allocated as follows: inter- 
state, $55,269.91 and intrastate, $22,- 
929.99. Expense other than direct 
was allocated: interstate, $6,049.76 
and intrastate, $21,328.98. Different 
methods were used in making these al- 
locations. Direct transportation ex- 
pense was apportioned on the basis of 
ton-miles ; indirect on the basis of tons 
of freight handled. Taxes were 
found to be $2,612.23, allocated as 
follows: interstate, $1,693.01 and in- 
trastate, $919.22. 
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Depreciation 


[4] The report of the Department’s 
accounting staff shows that the recom- 
mendations of the Department’s chief 
engineer in the Puget Sound Freight 
Lines investigation were followed as 
to the method of assigning lives to this 
company’s vessels. Yet, lives of only 
twenty years were assigned to two of 
the company’s boats because of the 
hazards of Skagit river navigation. 
Respondent objected to these assigned 
lives, pointing out that experience in 
the river operation plainly indicated 
that 30- or even 35-year lives were 
not unreasonable. We are inclined to 
agree with respondent. We have, 
therefore, assigned 35-year lives to the 
company’s fleet of boats. Since we are 
using the book cost of property, un- 
depreciated as a figure representing 
fair value, we find that the sinking- 


fund method of depreciation with in- 
terest at 4 per cent should be adopted. 
We believe, and we, therefore, find 
that the annual depreciation allowance 
for this company’s properties should 
be $2,300. 


Rate of Return 


[5] During the years 1935 and 
1936, this respondent suffered sharp 
losses of business and, consequently, 
showed, according to the Department’s 
accountants, losses rather than profits 
on its combined interstate and intra- 
state business. In 1937, however, the 
curve of business took an upward turn 
and a rate of return of slightly less 
than 2 per cent has been calculated aft- 
er allowances for all operating ex- 
penses and depreciation as discussed 
above. 


The business in which this carrier 
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is engaged is sharply competitive. In 
years when large volume moved, or 
when there were active markets for the 
products of the Skagit valley, this 
company was able to earn profits. At 
this time in 1940, if we are to judge 
from our studies and knowledge of 
other boat freight operations, this 
company is again earning profits. 
Competitors contend that increases 
in rates should be ordered for this re- 
spondent. In fact, if respondent was 
now before us seeking rate increases 
we would be forced to consider such 
proposals very seriously. But re- 
spondent is not now asking for rate 
increases, but rather requests that we 
do not disturb existing tariffs. Re- 
spondent believes, probably with good 
cause, that rate increases now would 
only cause curtailment of traffic, and 
result in a decrease in revenues. We, 
therefore, believe that, although re- 
spondent may now be earning less than 
it could demand as a resonable rate 
of return on its fair value, yet it shows 
a profit. Considering the particular 
circumstances of this operation, we 
believe the public interest will be best 
served if we do not undertake to raise 
its rates. Not only does respondent 
render a valuable service to the public, 
but the public is entitled, we believe, 
to be served adequately by all forms of 
transportation. To drive this com- 
pany out of the field by means of an 
unasked and unwanted increase in 
rates would be a public disservice. 
Since respondent now charges what 
may be termed “reasonable minimum” 
rates for the service it renders, we will 
not disturb its present rates. Certain- 
ly, the public is receiving a service at 
a price it is willing to pay, and the 
company is willing to receive. 
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FEDERAL POWER COMMISSION 


Re Safe Harbor Water Power Corporation 


[Opinion No. 47, Docket No. IT-5494.] 


Rates, § 13.1 — Powers of Federal Commission — Licensed electric project — 
Interstate wholesale service. 


1. The Federal Power Commission has exclusive jurisdiction over a 
contract rate for the sale, in interstate commerce at wholesale, of electric 
energy produced by a federally licensed project, p. 239. 


Return, § 14 — Basis — Federally licensed project — Investment. 


2. The rate base in rate-making proceedings involving licensed projects 
is governed by Part I of the Federal Power Act, § 6 of which provides for 
acceptance of the terms and conditions of the act and license, and §§ 14 
and 20 of which provide that the maximum rate base is the net investment 
if it does not exceed the fair value of the property, p. 240. 


Valuation, § 39 — Rate base of licensed project — Exclusion of reproduction cost. 


3. Evidence upon reproduction cost of a federally licensed power project 
is properly excluded as not relevant in determining the rate base, p. 
241. 


Valuation, § 330 — Going value — Federally licensed project. 


4. A claim for going value is properly excluded in a proceeding to deter- 
mine the rate base of a federally licensed power project, p. 241. 


Valuation, § 67 — Rate base of licensed project — Original cost. 


5. Net investment of a federally licensed power project, used as the rate 
base, means the actual legitimate original cost of the project, minus certain 
items, with an allowance for working capital, p. 241. 


Depreciation, § 26 — Consistency — Annual and accrued. 


6. The two aspects of the depreciation problem, annual depreciation and 
accrued depreciation, should be in agreement because the factors are iden- 
tical which cause annual depreciation and accrued depreciation, and the 
principles are the same which govern the estimating of loss in service value 
for both accounting and rate-making purposes, p. 242. 


Depreciation, § 31 — Limitation on service life. 
7. Some reasonable limitation must be placed upon the service life of all 
constructed property and equipment, since neither constructed property nor 
a project itself would exist forever and property begins to depreciate from 
the moment of its use, p. 243. 


Depreciation, § 50 — Power project — Maximum service life. 


8. An estimate of 100 years as the maximum service life of a federally 
licensed power project was held to be reasonable for the present, rates of 
depreciation being subject to revision as more definite information becomes 
available, p. 243. 
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Valuation, § 107 — Accrued depreciation — Necessity of deducting reserve — 
Licensed power project. 
9. Federal Power Act, § 3(13), requires the deduction of the deprecia- 
tion reserve, if earned in excess of a fair return, in computing net invest- 
ment and, therefore, the rate base of a licensed power project, p. 243. 


Valuation, § 102 — Accrued depreciation — Sinking-fund method — Use with 
undepreciated rate base. 


10. The sinking-fund depreciation method is employed only with an un- 
depreciated rate base, since under the sinking-fund principle the entire 
service value is not charged to operating expense, but only the annuity is 
classified as an operating expense while the calculated interest is charged 
to nonoperating expense, p. 243. 


Valuation, § 90 — Accrued depreciation — Compound-interest method — Deduc- 
tion of reserve. 


11. The depreciation reserve should be deducted in determining the rate 
base when the compound-interest method (sometimes called the modified 
sinking-fund method) is used, since when this method is used both the 
annuity and the interest element are treated as operating expenses, p. 
243. 


Valuation, § 98 — Accrued depreciation — Compound-interest method — Straight- 
line or sinking-fund method. 

12. The 44 per cent compound-interest depreciation method was employed 

rather than the straight-line or sinking-fund method in determining the 


deduction for accrued depreciation of a federally licensed power project, 
p. 243. 


Return, § 87 — Electric company — Federally licensed power project. 
13. An average return of 5.62 per cent on net investment of a federally li- 
censed power project, actually earned during a development period which 
occurred in a great economic depression, was held to be fair in determining 
the adequacy of past return after provision for depreciation reserve so as 
to justify deduction of the reserve to determine the rate base, p. 243. 


Valuation, § 288 — Working capital — Power project. 
14. Working capital, which includes cash, materials, and supplies, is part of 
the investment of a federally licensed power company upon which it is 
entitled to earn a fair return, p. 245. 


Return, § 15 — Reasonableness. 
15. A proper rate of return is a flexible concept and not a static rule, and 
what return is proper necessitates the exercise of enlightened judgment in 
each case, p. 245. 


Return, § 35 — Reasonableness — Business conditions. 


16. Current conditions are controlling and general conditions affecting all 
business should be considered in determining the reasonableness of return, 
p. 245. 


Return, § 24 — Reasonableness — Credit maintenance — Capital attraction. 


17. The return should be sufficient to assure confidence in the financial 
soundness of a public utility, to maintain its credit, and to attract the re- 
quired capital, p. 245. 
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Return, § 44 — Reasonableness — Locality and risk. 

18. The propriety of the allowed return depends largely upon the circum- 
stances, locality, and risk of the utility enterprise, p. 245. 

Return, § 25 — Reasonableness — Earnings of other business. 

19. The return should be equal to that generally being made at the same 
time as in the same general region on investments in other enterprises 
which have corresponding risks, p. 245. 

Return, $ 26 — Reasonableness — Cost of money. 

20. The historical cost of money to the utility and the current cost of money 
should be considered in determining the reasonableness of return, p. 245. 

Return, § 22 — Reasonableness — Corporate structure — Past operations. 

21. A utility’s corporate structure, financial history, and past operations 
should be considered in determining a reasonable return, p. 245. 

Return, § 36 — Reasonableness — Efficiency of management. 

22. The return should reflect, among other things, due recognition of effi- 
ciency or lack of efficiency in management, p. 245. 

Return, § 22 — Reasonableness — Taxes and development — Character of service. 
23. The future prospects of the utility, its taxes and development, the 
potential stimulation from reduced rates, and the character of the service 
should be considered in determining a reasonable return, p. 245. 

Return, § 87 — Federally licensed power project. 

24. A fair rate of return for a federally licensed power project was held 
to be 6 per cent on the net investment plus working capital, p. 245. 

Rates, § 302 — Automatic adjustment provision — Federally licensed power proj- 

ect. 


25. Provision was made for automatic rate adjustment in the case of a fed- 
erally licensed power project on the basis of changes in actual legitimate 
original cost, depreciation reserve, and working capital requirements, p. 


Return, § 11 — Basis — Prudent investment. 
Discussion by Federal Power Commission of the desirability of prudent in- 
vestment as the basis for rate making, p. 249. 


(Scott, Commissioner, dissents.) 
[June 11, 1940. Rehearing denied July 23, 1940.] 
| 9iqpewee under § 20, Part I, of the Federal Power Act 
to determine reasonableness of rates for electric energy 
produced at a federally licensed power project; rate revisions 
ordered and provision made for automatic rate adjustment 
in the future. 


* 


APPEARANCES: George T. Ham- Water Power Corporation; Inter- 
bright, E. M. Sturtevant, and Charles ener, Joseph Sherbow, People’s 
Markel, Counsel, for Safe Harbor Counsel to the Public Service Com- 
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mission of Maryland; David W. Rob- 
inson, Jr., General Counsel, Milford 
Springer and Reuben Goldberg, Coun- 
sel, for the Federal Power Commis- 
sion. 


By the Commission: This pro- 
ceeding arises under § 20, Part I, of 
the Federal Power Act, 16 USCA 
§ 813. The question involved is 
whether the Safe Harbor Water Pow- 
er Corporation, operating its hydro- 
electric project under Federal Power 
Commission license No. 1025, is re- 
ceiving more than a fair return upon 
the allowable rate base. 


History of the Case 


Safe Harbor Water Power Cor- 
poration obtained a license from the 
Federal Power Commission in 1930 
to construct and operate a large hydro- 
electric project on the Susquehanna 


river about 8 miles south of Lancaster, 
Pennsylvania. On June 1, 1931, Safe 
Harbor Water Power Corporation 
contracted to sell all the electric energy 
available from its initial 6-unit de- 
velopment to its parent companies, 
Consolidated Gas Electric Light and 
Power Company of Baltimore and 
the Pennsylvania Water & Power 
Company.?- Lump sum annual pay- 
ments were made until 1938, and be- 
ginning January 1, 1938, the annual 
payments under the contract were such 
as to yield to the Safe Harbor Corpo- 
ration a net operating income of 7 
per cent, after deducting all reasonable 
operating expenses, on its accumulat- 
ed actual legitimate original cost in 





1 Consolidated Gas Electric Light and Pow- 
er Company owns two-thirds of the out- 
standing stock and Pennsylvania Water & 
‘ower Company owns one-third. Each com- 
pany is entitled to electric energy from the 
project in the proportion of stock ownership, 


the initial development, averaged for 
the year in question. This is regard- 
less of the amount of electric energy 
furnished. 

On November 9, 1937, the Com- 
mission instituted an investigation 
upon its own motion to determine 
whether the wholesale rate under that 
1931 tripartite contract is reasonable. 

After appropriate public notice, 
public hearings were held in October 
and November of 1939. During the 
nine days of the proceeding, sixty-six 
exhibits were introduced into evi- 
dence, nine witnesses testified, and ap- 
proximately nine hundred pages of 
oral testimony were taken. By Feb- 
ruary 5, 1940, briefs had been filed by 
counsel for Safe Harbor Corporation, 
people’s counsel to the Public Service 
Commission of Maryland, and counsel 
for the Federal Power Commission. 


Jurisdiction of the Federal 
Power Commission 


[1] The facts show, and counsel 
for Safe Harbor Corporation and this 
Commission have stipulated, that the 
electric energy produced by the Safe 
Harbor project enters into interstate 
commerce. Under the tripartite con- 
tract of 1931 the electric energy gen- 
erated at the Safe Harbor project is 
sold at wholesale to the two parent 
companies for resale. Although this 
Commission has jurisdiction over the 
rate here by virtue of its authority 
under Part II of the Federal Power 
Act, which provides for the regula- 
tion of “the sale of electric energy at 
wholesale in interstate commerce,” the 
Commission has asserted its jurisdic- 
tion in this case under Part I of the 
Federal Power Act, which applies to 
licensed projects. 
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The pertinent portion of § 20, Part 
I, of the Federal Power Act, supra, 
referring to electric energy produced 
by a licensed project like Safe Har- 
bor, provides: 

“That when said power or any part 
thereof shall enter into interstate or 
foreign commerce the rates charged 
and the service rendered by any such 
licensee, shall be reasonable, 
nondiscriminatory, and just to the 
customer and all unreasonable dis- 
criminatory and unjust rates or serv- 
ices are hereby prohibited and declared 
to be unlawful; and whenever any 
of the states directly concerned has not 
provided a Commission or other au- 
thority to enforce the requirements of 
this section within such state 
jurisdiction is hereby conferred upon 
the Commission, upon complaint of 
any person aggrieved, upon the re- 


quest of any state concerned, or upon 
its own initiative to enforce the pro- 
visions of this section, to regulate and 
control so much of the services ren- 
dered, and of the rates and charges of 
payment therefor as constitute inter- 


” 


state or foreign commerce. 

Under the authority of § 20 of the 
act and the case of Rhode Island Pub. 
Utilities Commission v. Attleboro 
Steam & Electric Co. (1927) 273 US 
83, 71 L ed 549, PUR1927B 348, 47 
S Ct 294, the Federal Power Com- 
mission has exclusive jurisdiction over 
the contract rate for the sale of elec- 
tric energy at wholesale in interstate 
commerce in this proceeding. See 
Ninth Annual Report of the Federal 
Power Commission (1929) pp. 119- 
131. It is impossible, therefore, for 
any state Commission to have juris- 
diction over the interstate wholesale 
rate in this proceeding. Of course, 
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this would not be true of interstate re- 
tail or intrastate rates which are with- 
in the jurisdiction of duly authorized 
state Commissions. 


Rate Base 


[2] Safe Harbor Corporation’s |i- 
cense was issued pursuant to the pro- 
visions of the 1920 Federal Water 
Power Act. In 1935 Congress 
amended the Federal Water Power 
Act for clarification purposes and re- 
énacted it as Part I of the present 
Federal Power Act.* 


The rate base in rate-making pro- 
ceedings involving licensed projects is 
governed by Part I of the Federal 
Power Act. Section 6, under Part I 
of the act, 16 USCA § 799, provides: 

“Licenses under this part shall be 
issued for a period not exceeding fifty 
years. Each such license shall be con- 
ditioned upon acceptance by the li- 
censee of all the terms and conditions 
of this act and such further condi- 
tions, if any, as the Commission shall 
prescribe in conformity with this act, 
which said terms and conditions and 
the acceptance thereof shall be ex- 
pressed in said license. “ 

Safe Harbor Water Power Cor- 
poration accepted in writing all the 
terms and conditions of the act and 
license. It, therefore, has agreed to 
accept the statutory rate base pre- 
scribed in Part I of the Federal Power 
Act. Section 20 of the act provides 
that : 

“In any valuation of the property 
of any licensee hereunder for pur- 





2Senate Report No. 621, 74th Congress, 

Ist Session, p. 17; House of Representatives 

= No. 1318, 74th Congrre Ist Session, 

: ff Conference Report, H. R. No. 1903, 

ath Congress, Ist Session (1935) §§ 212, 213, 
p. 
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poses of rate making, no value shall 
be claimed by the licensee or allowed 
by the Commission for any project or 
projects under license in excess of the 
value or values prescribed in § 14 here- 
of for the purposes of purchase by the 
United States. 

Thus § 20 prescribes the maximum 
rate base that may be claimed or al- 
lowed and refers to § 14, 16 USCA 
§ 807, which provides : 

“ . . the United States shall 
have the right upon or after the ex- 
piration of any license to take over and 
thereafter to maintain and operate any 
project upon the condition 
that before taking possession it shall 
pay the net investment of the licensee 
in the project or projects taken, not 
to exceed the fair value of the prop- 
erty taken, . . .; such net invest- 
ment shall not include or be affected 
by the value of any lands, rights of 
way, or other property of the United 
States licensed by the Commission un- 
der this act, by the license or by good 
will, going value, or prospective rev- 
enues ; nor shall the values allowed for 
water rights, rights of way, lands, or 
interest in lands be in excess of the 
actual reasonable cost thereof at the 
time of acquisition by the licensee. 


The application of §§ 20 and 14 of 
the act shows that the starting point 
for determining the rate base in this 
case is the net investment because it 


does not exceed the fair value of the 
property. Counsel for Safe Harbor 
Corporation and for this Commission 
stipulated that the net investment in 
the project does not exceed the fair 
value of the property. The Safe 
Harbor project was constructed from 
1930 to 1935. It is common knowl- 
edge that it was a period of prevailing 
low construction costs, and that con- 
struction costs have increased since 
that time and the Commission may 
take judicial notice of the fact that 
net investment does not exceed the 
fair value of the project. Dayton 
Power & Light Co. v. Ohio Pub. 
Utilities Commission (1934) 292 US 
290, 311, 78 L ed 1267, 3 PUR(NS) 
279, 54 S Ct 647. 

[3, 4] Under the authority of §§ 20 
and 14 of the act, supra, the Trial Ex- 
aminer properly excluded evidence up- 
on the reproduction cost of the project 
as not relevant when counsel for Safe 
Harbor Corporation stated that fair 
value was greater than net investment. 
Also, the Trial Examiner acted in ac- 
cordance with §§ 20 and 14 of the 
Act, supra, when he excluded Safe 
Harbor Corporation’s Claim for “go- 
ing value.” 

[5] Net investment as defined in 
§ 3(13) of the act, supra, means the 
actual legitimate original cost of the 
project minus certain items. 

By order, dated June 22, 1937, this 
Commission determined the actual 





8 Section 3(13) of the Federal Power Act, 
16 USCA § 796(13) contains this definition: 

“‘Net investment’ in a project means the 
actual legitimate original cost thereof as de- 
fined and interpreted in the ‘classification of 
investment in road and equipment of steam 
toads, issue of 1914, Interstate Commerce 
Commission,’ plus similar costs of additions 
thereto and betterments thereof, minus the 
sum of the following items properly allocated 
thereto, if and to the extent that such items 
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have been accumulated during the period of 
the license from earnings in excess of a fair 
return on such investment: (a) Unappro- 
priated surplus, (b) aggregate credit balances 
of current depreciation accounts, and (c) ag- 
gregate appropriations of surplus or income 
held in amortization, sinking fund, or similar 
reserves, or expended for additions or better- 
ments or used for the purposes for which such 
reserves were created. 
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legitimate original cost of the Safe 
Harbor project as of December 31, 
1932. The United States circuit court 
of appeals for the third circuit af- 
firmed that order, with a slight modi- 
fication, so that approved project cost 
totaled $24,858,399.24 for the end of 
1932. By order of May 14, 1940, 
the Commission determined the actual 
legitimate original cost of the project 
for the period from January 1, 1933, 
to December 31, 1937, to be $3,081,- 
314.60, which produces a total ap- 
proved actual legitimate original cost 
of the project of $27,939,713.84 as 
of December 31, 1937. For the pur- 
pose of this case, but for this purpose 
only, the Commission will include Safe 
Harbor Corporation’s claimed net ad- 
ditional project costs from December 
31, 1937, to December 31, 1939. 
This produces a grand total cost in 
round numbers of $28,600,000 to 
1940. We shall use $28,600,000 as 
the starting point in testing the rea- 
sonableness of present earnings in this 
case. 


Depreciation 


[6] The definition of depreciation 
in the Commission’s Uniform System 
of Accounts Prescribed for Public 
Utilities and Licensees is: 

“ Depreciation,’ as applied to de- 
preciable electric plant, means the loss 
in service value not restored by cur- 
rent maintenance, incurred in connec- 
tion with the consumption or prospec- 
tive retirement of electric plant in the 
course of service from causes which 
are known to be in current operation 
and against which the utility is not 
protected by insurance. Among the 
causes to be given consideration are 
wear and tear, decay, action of the 
34 PUR(NS) 





FEDERAL POWER COMMISSION 





242 





elements, inadequacy, obsolescence, 
changes in the art, changes in demand, 
and requirements of public authori- 
ties.” 

There are two phases to the depre- 
ciation problem, one relates to the 
annual expense for depreciation and 


the other to the accrued depreciation 
in the property on a certain date. The j 


two aspects should be in agreement be- 
cause the factors are identical which 
cause annual depreciation and accrued 
depreciation. The principles are the 
same which govern the estimating of 
loss in service value for both account- 
ing and rate-making purposes. Re 
Interstate Power Co. (Fed PC 1939) 
Op. No. 41, p. 17, 32 PUR(NS) 1; 
Depreciation Charges of Telephone 
and Steam Railroad Companies 
(1931) 177 Inters Com Rep 3351, 
408. 

In 1934, Safe Harbor Water Power 
Corporation, complying with the 
Commission’s rules and regulations, 
filed its depreciation plan which it in- 
tended to follow and has followed up 
to the present time. It has used the 
44 per cent sinking-fund depreciation 
method. In that method the annual 
depreciation charges are so computed 
that the amount charged to operating 
expense as depreciation plus 44 per 
cent interest (charged to nonoperating 
expense) on the accumulated amounts 
in the depreciation reserve will equal 
the service value of property at the 
expiration of its service life. Under 
this plan only the so-called annuity is 
recorded as a depreciation charge, the 
interest accruals on the accumulated 
amounts not being regarded as part of 
the depreciation charge but as a sepa- 
rate item in the nature of interest ex- 
pense. The 44 per cent compound-in- 
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terest depreciation method, which we 
discuss later, is the same as Safe Har- 
bor Corporation’s sinking-fund meth- 
od except that in the compound-in- 
terest method both the annuity and 
the interest accurals on the accumu- 
lated amounts are treated as deprecia- 
which the consumer 


[7] Safe Harbor Corporation’s de- 
preciation reserve totaled $937,028 on 
December 31, 1939. That reserve 
was accumulated by using the 44 per 
cent sinking-fund depreciation meth- 
od. We approve the service lives used 
by the corporation, but certain classes 
of property which Safe Harbor Cor- 
poration has listed as nondepreciable 
should have reasonable service lives 
placed upon them and we approve 
the service lives recommended by ex- 
perts on the Commission’s staff in Ex- 
hibit No. 23, Table 1. The limitations 
of 100-year and 30-year service lives, 
placed on property which Safe Harbor 
Corporation classified as nondepre- 
ciable and to which it assigned indefi- 
nite service lives, are based upon a 
thorough study of the subject of de- 
preciation. Safe Harbor Corpora- 
tion’s depreciation witness admitted 
that the constructed property which 
the corporation classified as nondepre- 
ciable, chiefly the concrete dam, would 
not last forever. and that the Safe 
Harbor project itself would not exist 
forever. Some reasonable limitation 
must be placed upon the service life of 
all constructed property and. equip- 
ment. We know that while, as far as 
physical inspection reveals, the project 
appears to be nearly as good as ever, 
certain forces have been working 
which will continue and inevitably ter- 
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minate the useful life of the project. 
Property begins to depreciate from the 
moment of its use.‘ 

[8] It must be remembered that the 
problem of recording depreciation is 
primarily one of making a reasonable 
allocation of total cost to the periods 
of operation of an asset, in other 
words, to the revenues produced. 
Since the use of this project will be- 
come uneconomical some day and the 
controlling depreciation is functional 
rather than physical, we find that the 
estimate of 100 years as the maximum 
service life is reasonable for the proj- 
ect at present. The rates of deprecia- 
tion, of course, are subject to revision 
as more definite information becomes 
available. 


If Safe Harbor Corporation had 
employed the service lives which we 
now prescribe for the property it clas- 
sified as nondepreciable, its deprecia- 
tion reserve would have totaled $1,- 
139,805 on December 31, 1939. If 
Safe Harbor Corporation had used 
the 44 per cent compound-interest 
method for accounting for deprecia- 
tion, its depreciation reserve would 
have been identical, or $1,139,805 at 
the end of 1939. 

[9-13] Section 3(13) of the Fed- 
eral Power Act, 16 USCA § 796(13) 
requires the deduction of the depre- 
ciation reserve (if earned in excess 
of a fair return) in computing net in- 
vestment and, therefore, the rate base, 
of this licensed project. The sinking- 
fund depreciation method is employed 
only with an undepreciated rate base. 
This is so because under the sinking- 
fund principle, the entire service value 
(cost less net salvage) is not charged 

4 Knoxville v. Knoxville Water Co. (1909) 
212 US 1, 13, 53 L ed 371, 29 S Ct 148, 
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to operating expense, but only the an- 
nuity is classified as an operating ex- 
pense, the calculated interest (fre- 
quently the larger element) being 
charged to nonoperating expense. 

There is another method, called the 
compound-interest method, or some- 
times the modified sinking-fund meth- 
od, which accumulates a reserve in the 
manner and to the same degree as the 
sinking-fund method, but under which 
the reserve would be deductible in 
computing net investment. Under the 
so-called compound-interest method, 
both the annuity and the intereset ele- 
ment are treated as operating expenses 
(under the title of depreciation) hence 
the full service value of depreciable 
property is charged to operations and 
accordingly the resulting depreciation 
reserve should be deducted in deter- 
mining the rate base. 

Careful consideration has been giv- 
en the straight-line method. That 
method would have accumulated a re- 
serve Of $2,081,932 in excess of the 
41 per cent sinking-fund method or 
44 per cent compound-interest meth- 
od as of December 31, 1939, had it 
been applied from inception of opera- 
tions to that date. The company filed 
its depreciation method with the Com- 
mission several years ago and has been 
following that method consistently 
with the Commission’s knowledge. 
Considering all the circumstances in 
this case, it is believed that the 44 
per cent compound-interest deprecia- 
tion method should be employed rather 
than the straight-line or sinking-fund 
method. The decision on this subject 
in this case should not be construed as 
establishing a precedent for a particu- 
lar depreciation method for all li- 
censed hydroelectric projects. 
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In prescribing, for Safe Harbor 
Corporation’s future depreciation ac- 
counting, the 44 per cent compound- 
interest method based upon the ap- 
proved service lives of the property, 
the Commission is aware of the cor- 
poration’s duty to establish and main- 
tain adequate depreciation reserves 
and the public’s interest in the pro- 
motion of good service and the pre- 
vention of the impairment of the 
capital investment in this project. 
Section 10(c) Federal Power Act, 16 
USCA § 803(c) ; Knoxville v. Knox- 
ville Water Co. (1909) 212 US 1, 
14, 53 L ed 371, 29 S Ct 148. 

Now we approach the problem of 
the amount of depreciation reserve to 
be deducted from cost for rate making 
in this case. 

The rate base in this case must be 
the net investment in the project plus 
a reasonable allowance for working 
capital. Section 3(13) of the Federal 
Power Act, supra, defines net invest- 
ment as the actual legitimate original 
cost minus, among other items, “ag- 
gregate credit balances of current de- 
preciation accounts” to the extent that 
they have been accumulated in excess 
of a fair return on such investment. 

Safe Harbor Corporation earned an 
average rate of return of 5.45 per cent 
on its actual legitimate original cost 
plus working capital from the date of 
commencement of commercial opera- 
tions to December 31, 1939, accord- 
ing to its own method of computing 
operating income. This average rate 
will have increased to over 5.5 per cent 
by June 30, 1940, because since Janu- 
ary 1, 1938, the contract rate has been 
7 per cent on actual legitimate original 
cost. Applying the 44 per cent com- 
pound-interest method to the period 
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under review, but using actually re- 
corded figures for depreciation, the 
average return to June 30, 1940, will 
have been 5.62 per cent on net invest- 
ment, it is estimated. 

In view of the fact that the revenues 
during this period were fixed by affi- 
liated companies dealing with each 
other, together with the fact that we 
are considering a developmental pe- 
tiod which occurred in a great eco- 
nomic depression, we find that Safe 
Harbor Corporation’s average rate of 
return for the period was fair. The 
deduction of the book depreciation re- 
serve as of June 30, 1940, is therefore 
justified under the provisions of §§ 3 
(13), 14, and 20 of the act, supra. 

Although the depreciation reserve 
requirement at the end of 1939 was 
$1,139,805 computed upon either the 
41 ner cent sinking fund or 44 per 
cent compound-interest basis, using 
our prescribed service lives, the rela- 
tive difference between that and the 
book reserve is not substantial, so to 
do justice to both the utility and the 
customers we find the book reserve to 
be the practical and equitable measure 
of accrued depreciation to be deducted 
from the actual legitimate original 
cost in this case. 


Working Capital 


[14] For rate-making purposes we 
consider working capital, which in- 
cludes cash, materials, and supplies, 
as part of Safe Harbor Corporation’s 
investment upon which it is entitled 


to earn a fair return. The chief ac- 
countant of the corporation testified 
that $200,000 would be sufficient to 
meet the working capital requirements 
of the project in the near future. 
This amount recognizes the progres- 
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sive trend in the working capital re- 
quirements which the corporation has 
experienced, the predicted increase in 
maintenance costs, and the upward 
trend in prices for materials and sup- 
plies. We find that $200,000 is a 
proper allowance for working capital 
to be added to the depreciated rate 
base in this case. 


Rate of Return 


[15-24] The United States Su- 
preme Court has stated that “what 
will constitute a fair return in a given 
case is not capable of exact mathemat- 
ical demonstration” and that “it is 
a matter more or less of approxima- 
tion about which conclusions may dif- 
fer.” United R. & Electric Co. v. 
West, 280 US 234, 251, 74 L ed 
390, PUR1930A 225, 50 S Ct 123. 
From an examination of the decisions 
of the United States Supreme Court, 
other courts and Commissions, certain 
recognized principles surrounding the 
problem of return can be derived. 
The factors underlying the determina- 
tion of a fair return can be summa- 
rized as follows: 


1. A proper rate of return is a flexi- 
ble concept and not a static rule. 

2. What return is proper neces- 
sitates the exercise of enlightened 
judgment in each case. 

3. Current conditions are control- 
ling, and general conditions affecting 
all business should be considered. 

4. The return should be sufficient to 
assure confidence in the financial 
soundness of the utility, maintain its 
credit, and attract the required capital. 

5. The propriety of the allowed re- 
turn depends largely upon the circum- 
stances, locality, and risk of the utility 
enterprise. 
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6. The return should be equal to 
that generally being made at the same 
time and in the same general region on 
investments in other enterprises which 
have corresponding risks. 

7. The historical cost of money to 
the utility, and the current cost of 
money should be considered. 

8. A utility’s corporate structure, 
financial history, and past operations 
should be considered. 

9. The return should reflect, among 
other things, due recognition of effi- 
ciency or lack of efficiency in manage- 
ment. 

10. The future prospects of the 
utility, its taxes and development, the 
potential stimulation from reduced 
rates, and the character of the service 
should be considered. 

We note that the allowed rates of 
return for public utilities show a trend 
from 6 per cent before the first World 
War to 8 per cent before the depres- 
sion of the last decade, and since that 
depression to 6 per cent again. 

The record includes comprehensive 
economic information on the subject 
of rate of return, which shows general 
interest rates and yields, utility inter- 
est rates and yields, general economic 
conditions, comparative risk data, fi- 
nancial history of Safe Harbor Cor- 
poration and its parent companies, 
local conditions, and Safe Harbor 
Corporation’s position in a unified and 
coordinated power system. 

The evidence reveals the marked 
stability of earnings of utility corpora- 
tions as compared with those of rail- 
road and industrial corporations. 
There has been a decline in interest 
rates and return on money in the last 
decade. Safe Harbor Corporation’s 
project is an integral part of a codrdi- 
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nated power system in a region with 
extensive industry, agriculture, and a 
large population. Safe Harbor Cor- 
poration has the interested financial 
support of its parent companies. Safe 
Harbor Corporation has shown skill 
and high efficiency in the development 
and management of its project. Dur- 
ing the developmental period of 1932 
to 1939 the increasing capacity of the 
project was codrdinated economically 
with the existing regional power sys- 
tem. Safe Harbor Corporation’s 
project has been financed through the 
issuance of first mortgage sinking- 
fund gold bonds, 4$ per cent series 
due in 1979 in the amount of $21,- 
000,000, and capital stock purchased 
by its two parent companies, totaling 
$9,000,000. 

We have reviewed the seven cases in 
1939 in which courts and Commis- 
sions prescribed 6 per cent as a reason- 
able rate of return for electric, gas, 
telephone, and bridge utilities. The 
Illinois supreme court held in 1939 
that a rate of return slightly more than 
5 per cent was not confiscatory, but the 
court emphasized the difference be- 
tween a reasonable rate of return and 
a nonconfiscatory one, and the rate 
base was fair value there as distin- 
guished from the net investment base 
used in this case. Peoples Gas Light 
& Coke Co. v. Slattery (1939) 373 IIL. 
31, 31 PUR(NS) 193, 217, 25 NE 
(2d) 482. 

After a consideration of the com- 
prehensive evidence in this case and 
applying it to the recognized factors 
underlying the determination of a fair 
rate of return, we find that for the 
present and the near future the fair 
rate of return for Safe Harbor Water 
Power Corporation is 6 per cent on its 
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net investment plus working capital. 
That rate of return will be just to con- 
sumers and protect the interests of in- 
vestors. 


Rate Reduction 


Comparing the rate base, net op- 
erating income and the rate of return 
found to be fair in this case, we find 
that a reduction must be made in Safe 
Harbor Corporation’s total compen- 
sation under the contract of June 1, 
1931. 

We accept Safe Harbor Corpora- 
tion’s statement of annual operating 
expenses and taxes, which appear to 
be reasonable. The 1940 annual ex- 
pense for depreciation on the pre- 
scribed 44 per cent compound-interest 
method will be about $193,654. Safe 
Harbor Corporation stated that it had 
rate case expenses totaling $26,518 
and we find that they should be amor- 
tized over a 5-year period. 

Dealing in round numbers the fol- 
lowing computation illustrates the 
method to be pursued and indicates 
the approximate rate reduction to be 
made in this case: 


. Original cost 12-31-39 
. Reserve for depreciation 


$28,600,000 
937,000 


$27,663,000 
200,000 


. Approximate rate base $27,863,000 
. Rate of return Yo 


$1,672,000 
1,962,000 


; Fair return 
. Estimated return under contract 


So ON OH Fw NE 


_ 


. Savings in taxes 


_ 
— 


. Estimated reduction in contract 


Automatic Rate Adjustment 
Provision 


[25] No consideration has been 
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given to the new 25-cycle unit which 
is being installed or to the working 
capital requirements which will re- 
sult from that installation because 
those will be provided for automatical- 
ly under the rate adjustment proce- 
dure which we prescribe in this case. 

According to present plans, Safe 
Harbor Corporation’s project will not 
have a major addition for many years 
after the new unit is installed this 
year. This condition will facilitate 
Safe Harbor Corporation’s adjust- 
ment of its own rate annually on the 
formula to be prescribed. The 6 per 
cent rate of return will control Safe 
Harbor Corporation’s compensation 
on the allowable rate base, adjusted 
annually, and no more rate proceed- 
ings will be required until economic 
conditions so change as to necessitate 
an adjustment in that rate of return. 
Safe Harbor Corporation will be 
required to determine annually its 
claimed actual legitimate original cost, 
by starting with the most recent deter- 
mination of actual legitimate original 
cost by this Commission, and adding 
the cost of additions and betterments 
and subtracting the cost of retire- 
ments. The corporation will be re- 
quired to subtract from the cost thus 
ascertained the existing depreciation 
reserve based on the 44 per cent com- 
pound-interest method to ascertain the 
depreciated cost. To this balance shall 
be added working capital requirements 
to establish the allowable rate base. 
The claimed actual legitimate original 
cost and the depreciation reserve shall 
be averaged for the year in computing 
the rate base. The annual return or 
operating revenue to which Safe Har- 
bor Corporation will be entitled shall 
be computed by multiplying that rate 
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base by the 6 per cent. This return, 
plus operating expenses, can then be 
charged to Safe Harbor Corporation’s 
two parent-customer companies. This 
is a simple and practicable plan for 
annual automatic rate adjustments 
and is similar to the procedure em- 
ployed by Safe Harbor Corporation 
under its 1931 power contract, which 
is the subject of this proceeding and 
which shall be modified to conform 
with our findings. From time to time 
the Commission will make such in- 
vestigation of claimed actual legiti- 
mate original cost, depreciation, and 
operating expenses as appears to be 
appropriate. 


Findings of Fact 


Based upon a consideration of the 
evidence, we may summarize the find- 
ings of fact, which have been stated 
heretofore in greater detail, as fol- 
lows: 


1. The electric energy produced by 
the licensed Safe Harbor hydroelectric 
project is transmitted, in large part, 
from the project in Pennsylvania to 
Consolidated Gas Electric Light and 
Power Company of Baltimore. 

2. Safe Harbor Corporation sells 
its entire electric energy output to 
Pennsylvania Water & Power Com- 
pany and Consolidated Gas Electric 
Light and Power Company of Balti- 
more for resale. 


3. The actual legitimate original 
cost of the Safe Harbor project as of 
December 31, 1937, was $27,939,- 


713.84. (For treatment of additional 
claimed cost to 1940 see p. 8.) 

4. Safe Harbor Corporation’s book 
reserve for depreciation totaled $937,- 
028 on December 31, 1939, 
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5. Working capital requirements 
for the near future will be $200,000, 

6. The service lives for classes of 
property recommended by the Com- 
mission’s staff in Exhibit No. 23, 
Table 1, are proper and reasonable and 
should be adopted by the Safe Harbor 
Corporation in its accounting for de- 
preciation. 

7. The 44 per cent compound-inter- 
est method of determining deprecia- 
tion is the method most adaptable to 
this case and should be employed by 
the Safe Harbor Corporation. 

8. Under the facts and circum- 
stances of this case, 6 per cent is a fair 
rate of return on net investment (ac- 
tual legitimate original cost, less de- 
preciation reserve) plus working cap- 
ital. 

9. Safe Harbor Corporation’s rate 
case expenses totaling $26,518 are 
reasonable and should be amortized 
over a 5-year period. 


Conclusions of Law 


Based upon the foregoing findings 
of fact in this case, we conclude that: 

1. The Federal Power Commission 
has jurisdiction over the Safe Harbor 
Water Power Corporation and _ the 
subject matter of this proceeding; 

2. Net investment in the Safe Har- 
bor project, plus working capital, is 
the proper rate base in this case; 

3. Safe Harbor Water Power Cor- 
poration’s 1931 contract wholesale 
rate for electric energy is unreasonable 
and unjust to the extent that it ex- 
ceeds the amount we found to be fair, 
just, and reasonable; 

4. The 1931 contract rate should 
be modified to provide for the lawful 
rate and we will fix by order the 
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method of determining, annually, the 
just and reasonable rate. 


This is a rate case free from the 
complexities of ordinary rate cases 
and it demonstrates the fairness and 
practicability of the rate-making prin- 
ciple which employs the stable rate 
base and a flexible rate of return to 
meet changing economic conditions. 
Net investment as a rate base is defi- 
nite, stable, and readily ascertainable. 
Net investment, under the Federal 
Power Act, is the equivalent of what 
Mr. Justice Brandeis termed “prudent 
investment” in the case of Missouri 
ex rel. Southwestern Bell Teleph. Co. 
v. Public Service Commission, 262 U 
S 276, 289, 67 L ed 981, PUR1923C 
193, 43 S Ct 544, 31 ALR 807. The 
net investment rate base provided for 
licensed hydroelectric projects by the 
1920 Congress reflects wisdom in the 
rejection of the fluctuating and specu- 
lative elements of “fair value’ and the 
adoption of the stable net investment 
base. The “fair value” rule for rate 
making, with its speculative element 
of reproduction cost, has been demon- 
strated by experience to be delusive. 
In the attempt to apply the “fair val- 
ue” rule insuperable obstacles have 
been encountered. In our opinion, 
net investment, or its equivalent pru- 
dent investment, is the truest measure 


of fair value for public utility rate 
making. Net investment, or prudent 
investment, is based upon established 
facts and is not subject to the vagaries 
of theories, imagination, and abrupt 
fluctuations of prices and conditions. 
It eliminates unwarranted demands up- 
on consumers through the projections 
of future rates upon ephemeral values 
and gives stability to rates, which 
minimizes the economic shocks from 
sharp fluctuations in prices. Under 
the Uniform System of Accounting, 
which has been prescribed by the util- 
ity industry by regulatory Commis- 
sions, it will be an economical proce- 
dure to use the net investment or pru- 
dent investment rate-making principle, 
and unwarranted expenditures by the 
utilities and the Commission, which 
are necessitated by the “fair value” 
rule, will be eliminated with conse- 
quent benefits to consumers, investors 
and taxpayers. 

An appropriate order will be issued 
in accordance with this opinion, find- 
ings of fact, and conclusions of law. 


ORDER 
Upon consideration of the orders 
previously issued in this case, the evi- 
dence of record, the briefs filed, and 
the Commission having on this date 
rendered its Opinion No. 47, contain- 





5For example, the Wisconsin Commission 
applied the “fair value” rule in a case which 
consumed five years. The utility had about 
200 men engaged in an appraisal for two 
years. The Commission’s appraisal work 
occupied about 100 man-years. 117,266 work- 
ing papers were the basis for the Commis- 
sion’s appraisal exhibits. The Commission’s 
accounting staff devoted about 25-man-years 
to its exhibits and accumulated 21,746 work 
sheets. The hearing required many weeks 
and resulted in a record of 12,106 pages of 
transcript and 413 exhibits. Re Wisconsin 
Teleph. Co, (1936) 13 PUR(NS) 224, 233. 
By contrast, all of the actual legitimate orig- 
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inal cost determination proceedings involving 
the Safe Harbor hydroelectric project, plus 
the application of the statutory rate base of 
net investment founded on that cost in this 
rate proceeding, required only a small per- 
centage of the time, effort, and expense neces- 
sitated by the Wisconsin Commission’s “fair 
value” case. For a resumé of utility rate 
case histories which show the time-consuming 
process of the “fair value” rule, see Mr. 
Justice Brandeis’ concurring opinion in St. 
Joseph Stock Yards Co. v. United States 
(1936) 298 US 38, 88, 80 L ed 1033, 14 PUR 
(NS) 397, 56 S Ct 720. 
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ing its findings of fact and conclu- 
sions of law, which are hereby incor- 
porated by reference as part of and 
the basis for this order; 

It is ordered by the Commission 
that: 

(1) Safe Harbor Water Power 
Corporation revise its filed rate sched- 
ule FPC No. 1, dated June 1, 1931, 
so as to provide for a 6 per cent re- 
turn on the average net investment in 
its licensed project plus working cap- 
ital, as more fully set forth in the 
above opinion, said revised rate sched- 
ule to be effective on and after July 
1, 1940; 

(2) Safe Harbor Water Power 
Corporation shall file on or before Au- 
gust 1, 1940, a statement showing the 
computation, in accordance with the 
opinion, of its net investment and 
working capital as of July 1, 1940, 
and the estimated average amounts 
thereof for the period from July 1, 
1940, to December 31, 1940; the esti- 
mated operating expenses, deprecia- 
tion, taxes, and return for that period 
and the resulting estimated charges 
under its revised rate schedule; 

(3) Safe Harbor Water Power 
Corporation shall file on or before 
February 15th of each year a state- 
ment showing, for the previous calen- 
dar year, the computation, in accord- 
ance with the opinion, of its average 
net investment and working capital, 
its operating expenses, depreciation, 
taxes, and return, and the resulting 
charges to its customers under said 
revised rate schedule. 


Scott, Commissioner, dissenting; 
I am, with certain exceptions, in gen- 
eral agreement with the action of the 
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majority in this proceeding. With 
due deference to their conclusions, 
however, I feel that the record in the 
instant case warrants Commission ac- 
tion more effectively protecting con- 
sumer interests. It seems worth while 
briefly to indicate my views. 

The majority proposes to allow re- 
spondent a 6 per cent rate of return 
on the rate base here determined, 
Considering the factors underlying 
the determination of a fair rate of re- 
turn, it would appear, from an exam- 
ination of the record, that allowance 
to the respondent of any rate of return 
greater than 54 per cent would, in my 
opinion, be excessive. 

What does the record disclose con- 
cerning this matter? It includes, as 
the majority has indicated, compre- 
hensive information on the subject of 
rate of return, which shows general 
interest rates and yields, utility inter- 
est rates and yields, general economic 
conditions, comparative risk data, fi- 
nancial history of the respondent and 
its parent companies, local conditions, 
and the respondent’s position in a co- 
ordinated power system. 

The marked stability of earnings of 
utility corporations as compared with 
those of railroad and industrial cor- 
porations is developed in the record. 
The decline in interest rates and re- 
turn on money is shown. The strate- 
gically favorable location of the Safe 
Harbor hydroelectric development in 
one of the country’s great industrial, 
rich agricultural, and thickly populat- 
ed areas is disclosed. The advantage 
to the respondent of the interested fi- 
nancial support of its parent compa- 
nies, the Consolidated Gas Electric 
Light and Power Company of Balti- 
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more and the Pennsylvania Water and 
Power Company, as evidenced by 
their 100 per cent ownership of its 
capital stock, and their unconditional 
guaranty of the principal and interest 
on its bonds, is revealed by the record. 
Another advantage disclosed is the co- 
érdination of respondent’s facilities 
with its parents’ systems under a long- 
term contract running until 1980, per- 
mitting a greater utilization of its 
facilities and tending to eliminate con- 
ditions likely to create a competitive 
situation. 

The foregoing facts are undisputed 
and significant. What is of greater 
significance in this record is the obvi- 
ous indifference displayed by the Safe 
Harbor Corporation to consumers’ in- 
terests, as evidenced by its failure to 
take advantage of currently available 
low interest rates. The project here 
involved was financed through the is- 
suance of 44 per cent bonds due in 
1979, in the amount of $21,000,000, 
of which less than $1,000,000 have 
been retired, and capital stock pur- 
chased by its two parent companies, 
totaling $9,000,000. These bonds 
now are selling, and in 1939 and for 
several years have sold, at an average 
price substantially in excess of the call 
price. The Consolidated Company 
during the last two years has success- 
fully floated refunding bond issues at 
3 per cent and 34 per cent, yielding 
as low as 2.75 per cent to the investor. 
In response to inquiry on cross-exam- 
ination as to whether there were any 
reasons why the Safe Harbor compa- 
ny could not take advantage of the 
favorable money market then prevail- 





6 Prior to June 1, 1936 call price was 105; 
thereafter for a period of five years, 104. 
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ing, the company’s expert financial 
witness, who had testified to an exten- 
Sive experience and study of new 
projects and reorganizations in the 
public utility field and to familiarity 
with Safe Harbor and its parent com- 
panies, stated: 

“T don’t know, I don’t know. I 
have not studied it from that point of 
view. I worked on lots of refunding 
proposals, but I have not worked on 
that one, because I have never been 
told to do so.” 


This witness earlier had admitted 
that if Safe Harbor were being fi- 
nanced in 1939, the coupon rate would 
have been definitely less than 43 per 
cent. 


The record contains an abundance 
of evidence showing advantages ac- 
cruing to the Safe Harbor company, 
factors contributing to a favorable 


market for its securities, in addition to 
the interest and support of its finan- 
cially strong and successful parent 
companies. In contrast, the record is 
totally bare of evidence showing any 
effort on the part of the Safe Harbor 
company to take advantage of the low 
interest rates currently available in 
the then prevailing favorable money 
market. 

If, for no other purpose than to en- 
courage the refunding of the bonded 
debt at a rate in harmony with the pre- 
vailing level of interest rates, the rate 
of return to this utility should, in my 
opinion, be reduced to 5} per cent. 
Obviously, it is.a public utility policy 
to stay in debt. Bonded debts are re- 
funded and increased, but seldom ex- 
tinguished. In the affiliated group of 
the Consolidated, Pennsylvania, and 
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Safe Harbor companies, a fair return 
on the $9,000,000 of equity money 
would, the record discloses, be as- 
sured, if this Commission were to 
reduce the rate of return to 54 per 
cent. 

Such a reduction, it would appear, 
should result in a prompt refunding of 
bonds and, consequently, substantial 
Savings in interest, more than com- 
pensating for the reduction in re- 
spondent’s revenues. The parent 
companies (Consolidated and Penn- 
sylvania), as indicated, own all the 
Safe Harbor stock. These corpora- 
tions, as investors, are earning a high- 
er rate of return on their common 
stock investment in Safe Harbor, the 
record reveals, than present purchasers 
in the public market of common stock 
of either parent company. A reduc- 
tion in the rate of return from 7 per 
cent to 54 per cent, instead of to 6 
per cent as proposed by the majority, 
would assure an additional saving to 
consumers to which, I believe, they 
are clearly entitled on the evidence in 
this proceeding. 

When we say that with a 53 per 
cent rate of return the return on equity 
money would be sufficient, it should 
not be forgotten that profits on the use 
of borrowed money will be accruing 
to Safe Harbor’s parent companies. 


While the courts approve profits on 
borrowed money on the theory that 
it compensates the owners of the util- 
ity for risk, I believe this Commission 
should be entitled both to consider 
such profit and to appraise that risk in 
determining a fair rate of return. 

I cannot acquiesce in the adoption 
of a 6 per cent rate of return in this 
proceeding, particularly, when te- 
spondent has made no effort to take 
advantage of favorable conditions for 
refunding its bonded debt. A 6 per 
cent rate, I believe, fails properly to 
consider the interests of the consum- 
ing public. A reduction from the pres- 
ent rate of return to one of 54 per cent 
would effect a reduction approximat- 
ing one-half million dollars in the 
energy cost to respondent’s parent 
companies, which, assuming it were 
to be passed on, would more adequate- 
ly protect the interests of the ultimate 
consuming public. 

It is my firm conviction that a 5} 
per cent rate of return for the Safe 
Harbor Corporation would be fair, 
compensatory, and nonconfiscatory. 
Cf. Peoples Gas Light & Coke Co. v. 
Slattery (1939) 371 Ill 31, 31 PUR 
(NS) 193, 217-219, 25 NE(2d) 482. 
Accordingly, I find myself constrained 
to dissent from the majority. 
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RE MIDDLE WEST CORPORATION 


SECURITIES AND EXCHANGE COMMISSION 


Re Middle West Corporation et al. 


[File No. 59-5, Release No. 2165.] 


Intercorporate relations, § 19.8 — Integration proceedings — Hearing by trial 


examiner. 


A motion to vacate an order appointing a trial examiner and for the Com- 
mission itself to sit and hear the evidence in an integration proceeding 
under § 11(b)(1) of the Holding Company Act, 15 USCA § 79k, was 


denied. 


[July 10, 1940.] 


| soreuresigin under § 11(b)(1) of the Holding Company Act 
relating to integration of public utility holding companies; 
hearing date designated, limitation of issues prescribed, and 


motion to vacate order appointing trial examiner denied. Order 
clarified July 31, 1940. 


By the Commission: This pro- 
ceeding was instituted under § 11(b) 
(1) of the Public Utility Holding 
Company Act of 1935, 15 USCA 
§ 79k, by notice and order dated 
March 1, 1940. That order directed 
that hearings on the issues set forth 
therein should commence on April 29, 
1940, or such later date as the Com- 
mission might prior thereto fix by 
supplementary notice. 

On March 22, 1940, an order was 
entered postponing until June 28, 
1940, the commencement of such 
hearings, pursuant to a request there- 
for filed by the Middle West Corpo- 
ration and the other subsidiary compa- 
nies named in Par. 2 of Part I of the 
answer filed herein by the Middle 
West Corporation (said companies 
being hereinafter sometimes referred 
to as “Middle West and its acknowl- 
edged subsidiaries”). A request by 


253 


the same companies for an addition- 
al postponement to July 29, 1940, filed 
June 20, 1940, was denied by order of 
that date. 

Accordingly, hearings commenced 
before a trial examiner on the day 
designated—June 28, 1940. Middle 
West and its acknowledged subsidia- 
ries again moved for an adjournment 
to July 29th, which motion was re- 
ferred by the examiner to the Com- 
mission. At the same session, coun- 
sel for the Commission offered for 
the record certain exhibits consisting 
of the registration statements and an- 
nual supplements thereto filed by the 
Middle West Corporation and its reg- 
istered subholding companies pursu- 
ant to § 5 of the Public Utility Hold- 
ing Company Act of 1935, 15 USCA 
§ 79e. Upon objection made, the ex- 
aminer refused their admission until 
counsel for Middle West and its ac- 
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knowledged subsidiaries should have 
had a “reasonable” time to examine 
the proffered documents in order to 
state any objections to such admission. 
Counsel to the Commission excepted 
to that ruling. Oral argument was 
heard by us July 1, 1940, on such rul- 
ing, on the motion for adjournment, 
and on a motion by the same compa- 
nies (made at the opening of the hear- 
ing June 29, 1940) to vacate the Com- 
mission’s order appointing an exami- 
ner to hear evidence and for the Com- 
mission itself to sit and hear the evi- 
dence. 

With respect to the requested ad- 
journment, counsel for Middle West 
and its acknowledged subsidiaries 
have assured us that if the request is 
granted they will be able to proceed 
promptly on July 29th in presenting 
evidence on the system’s southwestern 
properties—i.e., those controlled prin- 
cipally by Central and South West 
Utilities Company and American Pub- 
lic Service Company—although we 
are not persuaded that sufficient time 
has not already been given. However, 
on the understanding that counsel for 
respondents will be thus prepared to 
proceed without substantial interrup- 
tion, we are disposed to grant the re- 
quested adjournment. Furthermore, 
in the interest of simplification we 
have decided that upon its reconven- 


ing the hearing shall be confined jnj- 
tially to the issues arising under § 1} 
(b) (1) of the act, supra, with te. 
spect to Central and South West Util. 
ities Company and American Public 
Service Company alone. Jurisdiction 
will be reserved with respect to all 
other issues described in the notice 
of and order for hearing of March 
Ist. 

This restriction of the scope of the 
proceedings will make necessary a re- 
vision by counsel to the Commission 
of the offer of documents to which ob- 
jection was made. Since we believe 
the adjournment to July 29th will 
give counsel for Middle West reason- 
able opportunity to examine by that 
time any and all of such documents, 
the question of their admissibility at 
the hearing on June 28th becomes 
moot and we deem it unnecessary to 
pass on the examiner’s ruling. 

The motion to vacate the order ap- 
pointing a trial examiner and for the 
Commission itself to sit and hear the 
evidence is denied. Morgan v. Unit- 
ed States (1936) 298 US 468, 80 L 
ed 1288, 56 S Ct 906. 

An appropriate order will issue. 
[Order omitted. ] 


By the Commission, Chairman 
Frank and Commissioner Henderson 
not being present and not participat- 
ing herein. 
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RE BUTLER WATER CO. 


PENNSYLVANIA SUPREME COURT 


Re Butler Water Company 


(— Pa —, 13 A(2d) 72.) 


Crossings, § 74 — Separation of grade — Items of damage — Removing facilities. 
The cost of removing a water company’s facilities from its land, part of 
which was appropriated in abolishing a grade crossing, is not allowable as 
a separate item of damage but may be considered in fixing the difference 
in value of the property before and after the appropriation, which is the 


true measure of damages. 


[May 6, 1940.] 


Fig from order dismissing exception to report of viewers 

in proceeding to determine damages due to taking of, 

injury to, and destruction of water company’s property in 

consequence of order abolishing grade crossing; reversed 
and remitted. 


Argued before Schaffer, C. J., and 
Maxey, Drew, Linn, Stern, Barnes, 
and Patterson, JJ. 

APPEARANCES: Lee C. McCand- 
less, County Solicitor, of Butler, for 
appellant; J. Campbell Brandon and 
Brandon & Brandon, all of Butler, 
and Alfred T. Chabot, of New York 
city, for appellees. 


ScHAFFER, C. J.: In this appeal 
by Butler county from the dismissal 
of its exception to the report of view- 
ers, we have presented as the question 
involved: When an order of the 
Public Service Commission, from 
which no appeal was taken, abolished 
a grade crossing and directed that all 
public utilities remove their facilities 
within the new right of way at their 
own expense, under the provisions of 


the Act of July 17, 1917, PL 1025, 


255 


as amended, 66 PS § 574, can a water 
company in a claim for damages, in 
addition to recovering damages for 
land taken, also recover the cost of 
removing its facilities as a separate 
and additional item of damage? 


The report of the viewers awarded 
$900 for land taken and $2,647.85 
for the relocation of facilities which, 
in the main, consisted of its pipes 
which could not be maintained in their 
original location because piers of the 
new overhead bridge were placed over 
them. 

It is argued by appellant that be- 
cause the water company is subject to 
regulation under the police power, the 
action of the Commission in compel- 
ling it, under the Act of 1917, at its 
own expense, to relocate its equipment 
and facilities, deprives the water com- 
pany of any right to recover the ex- 
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pense of relocation in this proceeding. 
We are not prepared to go this far, 
nor do we think the position can be 
constitutionally justified. The order 
of the Commission and the Act of 
1917 have no bearing on the question 
in issue here. As stated by the court 
below, “the act has nothing whatever 
to do with the right of a public serv- 
ice company to be compensated for 
property taken, injured or destroyed 
in the abolition of a grade crossing 
of a highway. It is regulatory and 
covers the power of the Commission 
to say what shall be done, by whom 
it shall be done and who shall pay for 
the doing in the first instance.” This 
was recognized by the Commission it- 
self when in a subsequent order it was 
stated that there was no intention to 
deprive the water company of dam- 
ages. The facilities are on the water 


company’s land, part of which is ap- 


propriated. 

The award of the cost of removal 
of the facilities, however, cannot be 
justified as a separate item of damage. 
The true measure of damages is the 
difference between the value of the 
property before and after the appro- 
priation. The cost of removal of 
things on the land to a different loca- 
tion is not allowable as a separate ele- 
ment of damage, but may be taken 
into account in fixing the before and 


after value. Becker v. Philadelphia 
& R. T. R. Co. (1896) 177 Pa 252 
35 Atl 617, 35 LRA 583; Philadel. 
phia Ball Club v. Philadelphia (1899) 
192 Pa 632, 44 Atl 265, 46 LRA 724, 
73 Am St Rep 835. “Attempts have 
often been made to introduce particu. 
lar items of damage such as 
the cost of fencing, loss of business, 
expense of altering buildings, the 
value of minerals under the surface, 

and many other distinct and 
independent matters, . but we 
have repudiated them all.” Chambers 
v. South Chester (1891) 140 Pa 510, 
522, 21 Atl 409, 410. The jury has 
no right to allow, as a distinct item 
of claim, the cost of removing a house 
from the bed of the street. Grugan y, 
Philadelphia (1893) 158 Pa 337, 27 
Atl 1000. “Estimates as to the costs 
of rebuilding specific items of prop- 
erty or injury to particular uses af- 
fected by the taking are not recover- 
able or admissible as distinct items of 
damage, but such losses may become 
useful as elements bearing on the 
market value before and after the 
appropriation.” Westinghouse Air 
Brake Co. v. Pittsburgh (1934) 316 
Pa 372, 375, 176 Atl 13, 14. 

The court below erred in dismiss- 
ing the exception. Order reversed, 
and record remitted to court below 
for further proceedings. 
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Built to take the “jolt” of a 
300,000-amp short circuit 


Able to withstand a pull of 630 pounds per foot between posi- 
tive and negative buses; equivalent to a 300,000-ampere short 
circuit. That’s the high factor of safety for which the main 


power buses at Carnegie-Illinois’ Irvin Works are designed. 





Main buses are 10-inch Alcoa Aluminum channels, mounted 
eleven feet seven inches apart. Smaller Aluminum channels 


form the branch circuits. 


Aluminum buses provide the high current-carrying capacity 
required for steel mill circuits. They are tailored to fit the ex- 
act requirement of each job. Their light weight facilitates fab- 
rication and erection. Joints are made by bolting or welding. 


Simple, inexpensive fittings are available. 


AtumMINuM Company or America, 2134 Gulf Building, 


Typical Aluminum bus installa- . : 
tion at Irvin Works of Carnegie- Pittsburgh, Pennsylvania. 


Illinois Steel Corporation. 







ag 


¢ De sf 
aS oe 


I\nexey Vay VEUn VERN TORY, 


This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 





Sy 


: < 
Lt 


Public Service Electric & Gas 
Increasing Capacity 
P 


uBLIc Service Electric & Gas Co., principal 

electric subsidiary of Public Service Cor- 
poration of New Jersey, recently placed an 
order for a 100,000 kilowatt generating unit, 
which with accompanying plant and transmis- 
sion facilities will cost $11,500,000 and will be 
ready for operation in 1943. Early this year, 
the 1940 budget for the subsidiary was placed 
at $9,000,000 of a total program for the sys- 
tem aggregating $17,500,000. 

According to officials, the expansion is in 
anticipation of future demands for electric 
power in the growing Trenton and Camden 
areas as well as the entire territory served 
by the company. The initial step in the con- 
struction of the Burlington plant was taken 
last fall, when a $12,000,000 generator and fa- 
cilities were started to increase capacity of 
the plant from its present 55,000 kilowatts to 
255,000 kilowatts. 

Ultimately the station’s capacity will be in- 
creased to 350,000 kilowatts and will be further 
integrated with other generating stations and 
inter-connecting transmission lines throughout 
the territory served by the company. 

Since 1936 Public Service has allocated more 
than $60,000,000 for the expansion of its elec- 
tric facilities in New Jersey. 


Marchant Calculating Machine 
Steps Up Production 

gr pada purchases of new equipment by 

Marchant Calculating Machine Co. to pro- 
vide increased production capacity were an- 
nounced by Edgar B. Jessup, president. Aug- 
menting present facilities, the new equipment 
will afford both greater efficiency and economy 
in production while increasing the total output, 


he said. Only a small part of the new machin- 
ery will replace old equipment. 





STURGIS 


POSTURE CHAIRS 


Easily and quickly adjusted 
A model for every need 
WRITE FOR CATALOG 

STURGIS POSTURE CHAIR CO 








Industrial Progress 


Selected information about manufacturers, new prod- 
ucts, and new methods. Also news on utility expansion 
programs, personnel changes, recent and coming events, 


Returning from an extended trip through the 
industrial sections of the east, Mr. Jessup re- 
ported a general expansion in the Marchant 
field organization and the establishment of sey- 
eral new sales offices. Expansion of the sales 
and production forces, he said, were consistent 
with the growth of the company’s business east 
of the Mississippi. 


Philadelphia Electric Orders 
Large Turbo 


HE Philadelphia Electric Company has 

placed an order with the Westinghouse 
Electric & Manufacturing Company for an 
80,000 Kw. hydrogen-cooled turbine generator 
unit, a machine large enough to supply the 
electrical requirements of a city of a quarter 
of a million people. This is a part of a $4,- 
600,000 expansion program to increase the 
generating capacity of the Chester Station. 
One of the largest 1800 r. p. m., single-cylinder 
turbines ever built by any manufacturer, it 
will be designed for inlet steam conditions of 
250 pounds per square inch and 570 degrees 
Fahrenheit, exhausting at 29 inches of mer- 
cury vacuum. Some idea of the problems en- 
countered in constructing a machine of this 
size may be gathered from the tremendous 
force exerted by the revolving low pressure 
blades. When operating at 1800 r. p. m., the 
metal in the tip of these blades exerts a force 
equal to over 7,000 times its own weight. 


New Heating Units Offered 
, York Ice Machinery Corporation has 

developed three new Winter air condition- 
ing units, E. R. Walsh, national supervisor of 
heating sales, announced recently. 

These units are: the Yorkaire heat stand- 
ard oil-fired air-conditioning furnace, which 
combines automatic oil heat with Winter air 
conditioning in one compact cabinet; the York- 
aire heat standard oil-burning boiler, for use 
with steam, vacuum, vapor, gravity hot water 
or forced hot water heating plants, and the 
Yorkaire heat vertical gas-fired air-condition- 


ing furnace, for Winter air conditioning small 
bungalows, single-floor homes or apartments. 


Treatment Reduces Corrosion 
a water with a small amount of 

chemicals, and controlling the amount of 
active acid present in the treated water will 


greatly decrease losses resulting from corro- 
sion in air-conditioning systems, according to 


Mention the FortNIGHTLY—It identifies your inquiry 


SEPT. 12, 1940 


36 








September 12, 1940 Public Utilities Fortnightly 


eee 








Nl 


ee 


Management Plus 


OT always have the problems of management been so ramified and complex as 
they are today. Competition from within and without the Utilities Industry is 
keener and more aggressive. Wider regulation, a multiplicity of statements and 

reports, increased taxes, and the necessity for curtailing operating costs, all demand 
management plus! 


Through almost fifty years of service to industry, Egry has devoted its energies and 
abilities to the development of business systems designed to eliminate waste, to prevent 
losses caused by mistakes, carel , forgetfulness, temptation; to safeguard em- 


ployees, customers and management; to save time, labor and money. 





These systems cover every business requirement from a simple receiving system to 
the most comprehensive multiple copy form. Egry Systems accommodate handwritten, 
typewritten, or automatically typed records. 


Many Utilities are using Egry Systems to their profitable advantage. The facts will be 
sent for the asking. We suggest, however, that our sales agent be given an opportunity 
to demonstrate Egry Systems in your own office at your convenience. No obligation, of 
course. Address home office, Dept. F-912. 


THE EGRY REGISTER CO. DAYTON, OHIO 


Sales Agencies in All Principal Cities 
The Egry Register Co., (Canada) Ltd. King & Dufferin Sts., Toronto, Ontario, Canada 
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the results of an experimental study of corro- 
sion inhibitors made by the Metallurgy Di- 
vision of the National Bureau of Standards. 

By using a number of different inhibiting 
chemicals under various conditions such as 
might occur in actual operation of an air- 
conditioning system in which water is used, it 
was found that chromates constituted the best 
inhibitors, followed by silicates, phosphates 
and carbonates, in that order. 

Results of the study are given in detail in 
Research Paper RP 1305, copies of which 
may be obtained from the Superintendent of 
Documents, Government Printing Office, 
Washington, D. C., at five cents each. 


New Coffee Service Offered 
By Silex Company 


A COFFEE service which combines with a 
beautifully engraved chrome tray one of 
the popular Delray Electric Model Silex Glass 
Coffee Makers, is announced by The Siiex 


Company. Also included in the set are a sugar 
and creamer of sparkling, crystal-clear glass 
encased in shells of polished chrome. 

Everything about this coffee service is de- 
signed to give a maximum of beauty and effi- 
ciency. The chrome and glass will blend with 
the color motif of any dining room set. The 
Glass Coffee Maker may be had in either ivory 
or black moldex trim. 

This new Delray Coffee Service will sell for 
only $9.95, with black trim. Ivory trim will 
be $10.95. 

Complete information concerning this set 
may be had by writing The Silex Company, 
Hartford, Conn. 





MARTENS & STORMOEN 
successors to 
THONER & MARTENS 
Dise ting Switch 
Heavy Duty Switches 
15 Hathoway St., Boston, Mass. 














J-M Employees Given Time for 
Defense Training 


orE than 110 Johns-Manville employees in 

various plants and offices engaged in milj- 

tary or naval training for three weeks during 

August in connection with the government's 

national defense program, company officials 
announced recently. 

In accord with Johns-Manville’s basic policy 
to support national defense by full codperation 
with Army, Navy or Marine Corps authorities 
in the training of reserve or inactive personnel, 
the company makes up the difference in pay be- 
tween what the government pays these men and 
what they would have earned if they had re- 
mained at work. 


Consolidated Edison Orders 
Fourteen Air Blast Breakers 


ONSOLIDATED Edison Company of New 
York, Inc., has ordered fourteen General 
Electric 15-kv air-blast breaker units, ranging 
from 500,000 kva to 2,500,000 kva interrupt- 
ing capacity, for its Sherman Creek Station. 
This is part of a modernization program 
to protect the largest concentration of power 
in this country. The breaker units are sched- 
uled for shipment early in 1941, 


New G-E Time Switch 


yPE T-52 time switch for controlling off- 

peak water heaters has been announced by 
the General Electric Co. Matching “A” type 
front-connected watthour meters, the new unit 
fits any standard watthour-meter connection 
box or trim and, according to the manufac- 
turer, will reduce installation costs where both 
watthour meters and time switches are in- 
volved. 

Adjustment of the new time switch is 
simply a matter of removing the glass cover 
from the standard meter base and setting the 
switch tripping time. Rated 40 amp., 240 volts, 
it employs positive make-and-break silver 
contacts and has a die-cast aluminum meter 
base. A sealable heavy glass cover provides 
protection against weather and tampering. The 
time switch is timed and powered by a Tele- 
chron motor. 


Big Turbines at Santee-Cooper 


NSTALLATION of parts of the giant turbines 

in the power house of the Santee-Cooper 
project has already begun, according to R. M. 
Cooper, general manager of the South Caro- 
lina public service authority. 

The enormous speed rings of the turbines are 
now being put in place. These rings are cast 
in five parts. Each part of a ring weighs 
30,000 pounds and requires an entire railroad 
car for delivery. 

Other imbedded parts of the turbines have 
been put in place. ‘ 

The Santee-Cooper powerhouse, near Pinop- 
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DODGE (62.2 TRUCKS 


LOOK7 COMPARE DODGE WITH THESE 


“OTHER TWO" LOW-PRICED TRUCKS. 
DODGE OFFERS FAR WIDER SELECTION 


DODGE | OTHER TWO" TRUCKS 
COMPARISON | tRucKs | TRUCK’A’| TRUCK’B 


irr oones | 6 | t| 3 
iro wemises| 19 | 9 | 6 
ae oe 





Number of GEAR RATIOS 


b 4 
Number of CAPACITIES % to l¥a-Ton | % tol'2-Ton 
Number of STD, CHASSIS 
and BODY MODELS 
PRICES begin at | $468 | $452 [47522 


Prices shown are for -ton chassis with flat face cowl de- 
livered at Main Factory, federal taxes included—state and 
local taxes extra. Prices subject to change without notice. 
Figures used in the above chart are based on published data. 





TRUCKS THAT FIT THE JOB—SAVE MONEY! 


De JOB-RATED TRUCKS are engineered, 
built and ‘‘sized’”’ throughout for one 
purpose—to FIT THE JOB! And when a 
truck fits the job you can expect savings— 
on gas and oil, tires and upkeep. Dodge 
powers each Dodge Job-Rated truck with 
exactly the right one of 6 great Dodge truck - 
engines which include the heavy-duty 
Dodge Diesel. Each truck has the right size 
clutch, transmission and rear axle to fit it 
for dependable duty on the job it is built 
to do. Save money! See your Dodge dealer 
about low delivered prices. Buy Dodge Job- 
Rated trucks that fit YOUR job! 


Booklet FREE—READ AND SAVE 
Learn how a truck to ft the job can 
save YOU money! Ask your Dodge deal:r 
or write Dodge Division, Chrysler Cor- SEE You 
poration, Detroit, Michigan 





” G00D 
DEPEND ON DODGE foo-Ra@d TRUCKS DEAL 


TON CAPACITIES 


108 STANDARD CHASSIS AND BODY MODELS OM 17 WHEELBASES 


“VW IoS- Rated MEANS A TRUCK TNAT FITS YOUR » 
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olis, will have five turbines and room for a 
sixth. The two fixed blade turbines, each of 
40,000 horsepower, are being built by the New- 
port News Shipbuilding and Drydock Com- 
pany, Newport News, Va., at a cost of $551,- 
000. Three flexible blade turbines, two of 40,- 
000 and one of 13,500 horsepower, are under 
construction at Milwaukee, Wis., by Allis 
Chalmers Manufacturing Company. They will 
cost $928,000. 


Payroll Preparation System 
Saves Handling Time 


HE Form-Master System of Payroll Prep- 

aration, announced recently by The Todd 
Company of Rochester, New York, embodies 
efficiency, economy and time-saving in payroll 
handling. The offering of this system is made 
after two years of intensive testing as the re- 
sult of which it has been ascertained that use 
of the Form-Master cuts the time of payroll 
preparation by an average of 50 per cent. 

Utilizing specially designed forms and a 
simple mechanical device, the Form-Master 
permits posting of either top-stub or end-stub 
checks, earnings records and. payroll sheets 
in a single manual operation which any clerk 
can perform. From the point of view of most 
employers, an outstanding feature of the system 
is that it does away with the expense of special 
payroll machines and operators. 

The Form-Master, pictured here, holds three 
forms in accurate alignment and makes use of 
a double roll of one-time carbon, which moves 
automatically between the three forms to assure 
clear impressions on all copies. The only ad- 
ditional instrument required is a hard pencil. 

Use of the Form-Master permits the simplest 
possible recording of complete payroll records, 
including computation of earnings and all de- 
ductions necessary for Social Security and 
other government reports. Actual operating 
tests conducted over a two-year period under 
various payroll conditions in concerns employ- 


ing from 15 to 1300 employees, show time-say- 
ings over the systems previously used of from 
40 to 60 per cent. The entries are made at the 
rate of from 100 to 160 checks per hour and all 
danger of errors through transposition of 
figures is eliminated. 


Pipe Business Improves 


| oomere business of cast iron pipe com- 
panies, as reflected in orders received by 
some of the larger manufacturers, such as 
U. S. Pipe & Foundry Co. and Warren 
Foundry & Pipe Corp. currently are showing 
moderate improvement over a month or two 
ago. Both companies, according to recent re- 
ports, entered the second half year with the 
prospects for deliveries a little better than in 
the second quarter. 

Prospects for the cast iron pipe companies 


are brightened to an extent by plans for in-. 


dustrial plant expansion in connection with na- 
tional defense work and by the currently 
more active market for residential housing in 
certain areas. Municipalities will have to lay 
additional pressure pipe if either of these 
movements assumes really large proportions, 
and the currently higher order rate may be 
an early reflection of this trend. 


Utility Hastens Production 


oO meet requirements of the national de- 

fense program, the United Gas Improve- 
ment Co. is reported to be planning to hasten 
production of chemical products developed 
by its research division. 

The company completed a plant at Chester, 
Pa. last Spring for the purpose of exploiting 
processes for refining water gas tars and light 
oil constituents, but the plants were not sched- 
uled for extensive production until next year. 
However, the proposed manufacture of arti- 
ficial rubber on a large scale and of other ma- 
terials of vital use in the national defense pro- 
gram has caused revision of the plans. 


Device simplifies pay- 
roll handling and elim- 
inates all danger of 
errors through trans- 
position of figures. 
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Pennsylvania’s UNI-ROW Radiators 


tae prove a vital factor in lower installation and maintenance costs. Their 
the distinctive advantages have gained the favorable acceptance of en- 
n in gineers and operating executives throughout the industry. 
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hese Uni-Row radiators are permanently welded to the 
ions, : tanks, and are as durable as the tanks themselves. 
Vv be ae This construction eliminates valves, flanges, gaskets 
. and bolted connections, all of which ordinarily require 
periodic attention. 
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be. 1 Each tube of a Uni-Row radiator is easily acces- 
ster, of ’ sible for sand-blasting, cleaning and painting, by 
iting . brush or spray, in factory or field, thus offering the 
: : utmost in convenience. 
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Tubes are of 13-gauge steel, tested at 100 Ibs. per 
square inch. (Illustration shows cross-section slightly 
more than half actual size.) Each tube has uniform 
opening ae ay its entire length, affording free 
circulation of oil. 








Pennsylvania’s construction is cost- 
lier, yet you pay no more for its 


pay- advantages! 
olim- 


= Lennty Wane 
. _ TRANSFORMER COMPANY 


Nid ISLAND AVE. ® PITTSBURGH, PA. 
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New Appointments 


Pittsburgh Reflector 


r. E. W. Simons, president, Pittsburgh 

Reflector Company, announces the ap- 
pointment of Charles H. Goddard, New York 
branch manager since 1932, as general sales 
manager. Mr. Goddard will continue to make 
his headquarters at 1775 Broadway, New York 
City, but will spend the greater part of his 
time in the various sales territories throughout 
the United States and Canada, and at the home 
office in Pittsburgh. 

Mr. Goddard has been identified with the 
lighting industry for many years. He joined 
Pittsburgh Reflector Company in 1931 as 
illuminating engineer and one year later was 
made New York branch manager. He has 
served on numerous committees in the Illumi- 
nation Engineering Society and is chairman of 
the Lighting Fixture Manufacturers’ Com- 
mittee of the Electric and Gas Association of 
New York. He enjoys a wide acquaintanceship 
in the lighting industry nationally as well as 
in the metropolitan area of New York. 


> 


Equipment Literature 


Air Cooled Transformers 


12 PAGE illustrated booklet (B-2254) de- 

scribing the Type ASL air cooled trans- 
formers for 60 cycle service in the 13,200 volt 
class and below and in ratings up to 500 kva 
for single phase operation and 1000 kva for 
three phase operation has been published by 
the Westinghouse Electric & Manufacturing 
Company. 

The first booklet on the subject made avail- 
able by any transformer manufacturer, it in- 
cludes a complete description of the trans- 
former along with its advantages over the 
conventional liquid-filled types. In addition, 
several actual installation photographs illus- 
trate the neatness and advantages realized 
by such applications. A comparison of the 
electrical characteristics and weights and 
dimensions of the Type ASL conventional 
liquid-filled transformers completes the leaf- 
let. 


G-E Publications 


|S igeeaet published bulletins describing new 
and improved G-E products include the 





DICKE TOOL CO., Ince. 
DOWNERS GROVE, ILL. 
Manufacturers of 
Pole Line Construction Tools 
They’re Built for Hard Work 











following: Sure-Grip Fuse Tongs, GEA-3030; 
Reclosing Relays, GEA-3383; Sodium Light: 
ing Goes to Town, GEA- 3392 : How to Termi- 
nate Tellurium Parkway, Shielded, Single- 
Conductor Cable, GEA-3361; How to Termi- 
nate Braided, Shielded, Single - Conductor 
Cable, GEA- 3362 ; Flamenol Insulated Cable, 
GEA-2733D ; Novalux Sports Floodlight, 
GEA-3317, and G-E metal-clad switch gear 
with Drawout Potential Transformers, GEA- 
3400. 


Developments in Lighting Vehicular Tun- 
nels, GEA-3411. (Reprint_of an article by R. 
M. Swetland in General Electric Review). 

Instruments in Industry, GEA-2247. (This 
publication, issued by the Meter Division, is 
devoted to extending the benefits of electric 
instruments). 


Metal Spraying 


HE first issue of “Metco News’—a periodi- 

cal devoted entirely to the latest develop- 
ments and applications of the metal spraying 
process—has been issued by Metallizing Engi- 
neering Co., Inc., manufacturers of Metco 
Metallizing Equipment. 

All those actively engaged in the maintenance, 
salvaging or manufacture of metal products or 
equipment may receive this and ensuing issues, 
without cost, by writing to the publishers at 
21-07 41st Avenue, Long Island City, New 
York. 


Multiple-retort Stoker 


A NEW catalog, No. MR-4, giving details of 
the most recent design of C-E multiple- 
retort stoker, type MRO, is being distributed 
by Combustion Engineering Company, Inc., 
200 Madison Avenue, New York. The sixteen 
attractive 84 x 1l-in. pages describe the engi- 
neering background, operation and principal 
features of the stoker, and contain 31 illustra- 
tions comprising photographs, cutaway sec- 
tions, diagrams and drawings of typical in- 
stallations. 


Pump Materials 


HE effect of water conditions on the selec- 

tion of pump materials is dealt with in a 
bulletin (R-6108) issued by The Allis-Chal- 
mers Mfg. Company’s Feedwater department, 
Milwaukee, Wisconsin. 

The necessity of carefully investigating the 
type of waters to be pumped is pointed out 
and a number of factors in water that affect 
performance and service are considered. The 
effect of these various factors on different 
pump materials with particular references to 
the influence of pH value is discussed. The 
information required to select intelligently the 
proper materials for pumps is outlined and a 
chart is included showing the proper materials 
recommended for various pH ‘ranges. 


Mention the FortnicHtLy—It identifies your inquiry 
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OOSIER ENGINEERING COMPANY 


ICAGO 46 SO. 5TH ST., COLUMBUS, OHIO NEW YORK 
Canadian Hoosier Eoinine Company, Lid. 


RECTORS OF TRANSMISSION LINES 
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ROBERT A. BURROWS’ 


PUBLIC 
UTILITY CHART 


ELECTRIC LIGHT AND POWER e GAS @ TRANSPORTATION 
WATER @ COMMUNICATIONS @ INVESTMENT COMPANIES 
ETC. 














@ Showing at a glance @ 


“INTER-RELATION AND CAPITALIZATION OF THE PRINCIPAL PUBLIC 
UTILITY HOLDING, OPERATING AND INVESTMENT COMPANIES 
AS OF JUNE 1, 1939” 


ALSO SERVICE AREA MAPS OF THE PRINCIPAL 
PUBLIC UTILITY SYSTEMS IN THE UNITED STATES 
(Chart Size—34” x 28”) 


An indispensable reference for @ Public Utility Executives @ Utility Supply 

Companies @® Banks @ Brokers @© Investment Counselors @ Trust and In- 

surance Companies @ Public Service Commissions @ Investors @ Or any one 
interested in any phase of the Public Utility Industry. 


e e PLEASE NOTE e e 


Chart is printed on 32-lb. high grade paper in ONE COLOR at $2 
per copy, or in NINE DISTINCTIVE COLORS at $3 per copy, postage 
prepaid. Colors used in bar graphs afford an excellent chart for fram- 
ing or desk top reference. 


~ > as MAILING is desired add 25c for special 3-ply mailing 
t e 


QUANTITIES of ten or more copies, for complimentary distribution, 
\ at reduced prices, on request. 





* 
Order from 


PUBLIC UTILITIES REPORTS, Inc. 
Munsey Bldg. Washington, D. C. 
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Customer Usage Data 


© At Lower Cost ein Less Time 
eWith Greater Accuracy 





THE ONE-STEP METHOD 





OF BILL ANALYSIS 


R & S Bill Frequency Analyzer: developed for our Utility Rate Service. 
The kw.-hrs. billed are entered on the adding machine keyboard. A tape is 
prepared of all items and a ption total lated which serves as a 
control. At the same time—through this single operation—the bill count for 
each kw.-hr. step is made by the electrically controlled accumulating registers. 














@ A continuance of frequent rate changes—the necessity of checking load-building 
activities—the pressing need for current data on customer usage—are but a few of 
the reasons many Companies are using R & S ONE-STEP METHOD to analyze and 
compile information required for scientific rate making. They have not only reduced 
the costs on this work, but have obtained monthly or annual bill-frequency tables in 
a few days instead of weeks and months. 


®@ Write for your copy of "The One-Step Method of Bill Analysis," an interesting 
booklet which describes briefly how these savings are accomplished. 


Recording & Statistical Corporation 


Utilities Division 
102 Maiden Lane, New York, N. Y. 


Boston Chicago Detroit Montreal Toronto 
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Installed in the plant of 


A Large Texas Utility 
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250,000 Pounds of Steam per hour. 975 lbs. Steam 
Pressure.. 910° F. Steam Temperature. 


Riley Boiler, Superheater, Steam Temperature Control, 
Economizer, Air Heater, Water Walls, Steel Clad 
Insulated Setting. 


RILEY STOKER CORPORATION 


WORCESTER, MASS. 


BOSTON NEW YORK PHILADELPHIA PITTSBURGH BUFFALO CLEVELAND DETROIT SEATTLE 
8ST. LOUIS CINCINNATI HOUSTON CHICAGO’ 8&T. PAUL KANSAS CITY LOS ANGELES ATLANTA 


COMPLETE STEAM GENERATING UNITS 


BOILERS - SUPERHEATERS - AIR HEATERS - ECONOMIZERS - WATER-COOLED FURNACES 
PULVERIZERS - BURNERS - MECHANIOAL STOKEES - STEEL-CLAD INSULATED SETTINGS 
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all EXIDE Batteries i not as big 
as this one ... BUT they all assure 
the same long, dependable service 


UGE Exides like the one shown above, with 

capacities up to 15,000 ampere-hours at the 

8-hour rate, are needed to meet emergency 
and peak load requirements in many of the larger 
telephone exchanges. On the other hand, in some 
small exchanges, Exide Batteries of 15 ampere-hours 
capacity may be adequate. 


Telephone service is only one of the many ways 
in which Exides are satisfactorily meeting the battery 
requirements of the country’s utility companies. 


Hundreds of generating stations and substations 
rely upon Exides for the operation of their oil circuit 
breakers, for emergency lighting, remote control, and 
numerous other stationary services. In addition, 
thousands of cars, trucks and buses operated by 
utility companies use Exides for sure, quick starting 
and adequate lighting. 

No matter for what purpose your organization 
needs batteries, remember you can choose Exides 
with complete confidence, for they embody the 
experience gained in building storage batteries 
exclusively, for more than fifty years. 


THE ELECTRIC STORAGE BATTERY CO. 


The World’s Largest Manufacturers of Storage Batteries for 
Every Purpose 
PHILADELPHIA 


Exide Batteries of Canada, Limited, Toronto 
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E CUSTOMER 


1E MAINTENANCE 
MAN 


HE COMPTROLLER 





EE ptt . 
ical Water Depe 0 
Efficient Trident operation insures accuracy at all rates of flow, many 
of service at least expense. The Trident-Metered customer pays only 
share of water expenses. Charge for water is equably distributed ove 
gallonage actually used. Unregistered water cost and high maintenan 
not be made up for by higher water rates. 


SATISFIES 


Because — Trident Water Meters minimize operating cost, improve op 





results. Interchangeability of construction makes possible extremely 
ventory for replacement parts ...no obsolete parts carried for old moi 
new parts fit all models. Depreciation and maintenance virtually eli 
for improved interchangeable parts make even forty-year-old Triden 


as when new — or better! 


THEM 


Because — Trident simplicity, combined with the perfect fitting of unit r 


ment parts, saves maintenance men time in repairing these meters. Tride 
changeability of unit parts saves the trouble of searching for the right p 
any particular model. The result is, better testing meters, at lower maint 


cost, both for labor and materials. 


ALL? 


Because — The Comptroller is interested in seeing that Water Departme 


are cut and income is increased...in making this department nof a 


on the taxpayer, its rates reasonable, the market for water bonds strong. 
Water Meters through maintained accuracy, develop maximum. water 


Interchangeability of parts cuts depreciation, and frees capital otherw 
ce uP. in Sicets eo for old models. 


aad 








NEPTUNE METER COMPANY © 50 West 50th Street, NEW YORK CITY 
Branch Offices in CHICAGO, SAN FRANCISCO, PORTLAND, ORE., DENVER, 
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Wilson, Herring and Eutsler's 


PUBLIC UTILITY 
REGULATION 


571 pages, $4.00 


AN analysis of the nature, extent, and problems of 

public utility regulation in the United States, 
vith emphasis upon the expanding role of the Federal 
Government in the regulation of public utilities, its 
uiivities in undertaking power projects and pro- 
mting rural electrification, and the issues involved 
in governmental ownerships. The well-rounded treat- 
nent and critical viewpoint will be of aid to all who 
we interested in evaluating the present status of 
ublic utility regulation, its strengths, weaknesses, and 
iigificance for privately-owned industry. 


Order from 


Public Utilities Reports, Inc. 


Munsey Bidg. Washington, D. C. 











DAVEY TREE TRIMMING SERVICB 


1846 1923 


JOHN VAVEY 


Founder of Tree Surgery 


Remove the Hazards 


@ Overhanging Limbs 
@ Decaying Branches 
@ Shattered Trunks 
@ Dying Trees 
Always use dependable Davey Service 


DAVEY TREE EXPERT CO. KENT, OHIO 


DAVEY TREE SERVICE 




















HYDRAULIC TURBINES 
BUTTERFLY VALVES 
MECHANICAL RACK RAKES 
GATES—HOISTS 
PENSTOCKS, ETC. 


Boiting the Spirai Casing pefore Riveting 


NEWPORT NEWS SHIPBUILDING AND DRY DOCK COMPANY 
Hydraulic Turbine Division 
NEWPORT NEWS, VA. 





This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 











Public Utilities Fortnightly 








P. U. R. DIGEST 


CUMULATIVE 


Tf this t 
Breaks © 
will 


A Digest That Is Serviced 


The Only Complete Digest of Public Service Law and Regulation 





A WORK OF PRIMARY AUTHORITY CONTAINING THE 
DECISIONS AND RULINGS OF THE 


United States Supreme Court 
sian inna United ee a Courts win 
COVERING United States District Courts ALPHABETICAL 

FIFTY YEARS State Courts CLASSIFICATION 
——e Regulatory OF SUBJECTS 
AN EXHAUSTIVE Oommen CC 

suave aie State Regulatory Commissions A GREAT REVIEW 
Insular and Territorial Regu- 


oe latory Commissions A GREAT SERVICE 











WRITE FOR PRICE AND PAYMENT PLANS 


PUBLIC UTILITIES REPORTS, INC. 


Tenth Floor, Munsey Building, Washington, D. C. 
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This RIFSID 
Guarantee Does Cut 


Your Wrench Costs 


Breaks or Distorts we 
will re place it Free. 
See 

HIS amazing RIGAID has won 

world-wide popularity among the 
most critical pipe wrench users be- 
cause it really does end all wrench 
housing repairs and expense. Because 
the adjusting nut always spins easily 
to size. Because its safe chrome mo- 
lybdenum replaceable jaws are instant 
grip and let-go and the I-beam 
handle is both powerful and easy 
on the hand. A tool a man enjoys 
using — and it saves you money. Buy 
from your Supply House. 


THE RIDGE TOOL CO., ELYRIA, OHIO 














—_— 

eaxommmonal GUARANTEE \Y 

if this Housing ever 

Breaks or Distorts we 
lace it Free 











1 E11 PIPE TOOLS 
In use all over the world 
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SAVE MONEY WITH VARI-TYPER 


Many Utility Companies are saving money by using the Vari- 

» »_. the composing Type Writer with changeable faces and pity... 
This compact office machine reduces composition and printing costs 
for rate schedules, office forms, bulletins, booklets, folders, etc 
for either mimeograph or offset reproduction. Investigate the sav. 
ings possible on all your required printing. 


WRITE TODAY for new demonstration portfolio, “How Utility 
Companies are Saving Money with Vari-Typer’ with actual samples 
of work produced, 


RALPH C. COXHEAD CORPORATION 


Manufacturers of Vari-Typer 
333 Sixth Avenue New York, N. Y, 








Public Utilities Fortnightly—The one, complete information service 
devoted to the policies, practices and status of utilities, as affected by Gov- 
ernment, and allied topics. 


Conducted as an open forum for the frank discussion of both sides of 
controversial utility questions. 


Issued every other Thursday—26 times a year—Annual Subscription $15. 











SANGAMO TYPE L-2 METERS SINGLE DISK 


TWO-ELEMENT METERS 


The Type L-2 two-element meters com- 
prise two complete electro-magnetic 
elements driving a single disk. They are 
designed for modern "A" and "S" 
mountings, thus combining conven- 
ience in installation with a minimum of 
space requirements. Electrical char- 
acteristics meet all the requirements TYPE L-2-S 

for modern meter accuracy and per- vate aa 
formance. 


: Modern Meters tor Modern Load 


SANGAMO ELECTRIC COMPANY 


SPRINGFIELD, ILLINOIS 
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RESCENT 


GENUINE 


ABC 


ARMORED BUSHED CABLE 


1. CONDUCTORS—Clean stripping insulation 
and flame retarding covering, printed as 
shown. 

. BUSHING—easy to insert as paper unwraps 
from under both ends of armor to make room 





for the bushing. 

. STEEL ARMOR—low resistance, electro- 
galvanized for maximum uniformity and 
longest life. 

. TESTED — thoroughly tested at several 
points during manufacture and receiving a 
final test of 2000 volts between conductors and 


armor. 


. CRESCENT has unexcelled facilities for the 
complete manufacture of Armored Bushed 
Cable in all its steps. When you buy CRES- 
CENT A. B. C. ARMORED BUSHED 
CABLE you buy the best. Do not be satisfied 
with any substitute. 


SCE) 


All types of Building Wire and all kinds of Special Cables to meet A.S.T.M., A.R.A., 
1.P.C.E.A., N.E.M.A., and all Railroad, Government and Utility Companies’ Specifications. 
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USE RelE cenreauzen SERVICE 


Use R.& I.E. centralized Service for the 
whole job — complete substation design 
and equipment. There is a big advantage 
in putting the entire problem under one 


responsibility. 


In R. & I. E., the Public Utilities have 
found engineering ability to cope with 
every outdoor and indoor switching prob- 
lem. Here are complete design and manu- 


facturing facilities under one roof. 


From the layout to the lines, R. & I. E. 
offers the benefit of twenty-five years ex- 


perience, 


RAILWAY& INDUSTRIAL 


ENGINEERING CO. 
GREENSBURG, PA. 
Sales offices in principal cities 





A STITCH 
IN TIME.. 


E.T.L. is prepared to help yo 


pre-determine performance 


and quality of new equip 


ment... prepared to givé 


you, by test, the “stitch ir 
time” information that ofte 
saves needless waste and ex 
pense. 


By taking advantage o 
E.T.L.’s extensive facilities 
the utility not only enlists 
the aid of our many years ex 
perience in the testing field 
to supplement its own re 
search department... bu 
avoids heavy investment i 
special apparatus. 


Know by Test! 
ELECTRICAL 


TESTING 
LABORATORIE 


East End Avenue and 79th Sire 


New York, N. Y. 
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Ditto D-44 


me utility men take nearly as long to produce copies 
tir reports as it took to gather that data. Others have 
bvered Ditto. When you also know the new Ditto D-44, 
ll find that it is useful to everybody, every day, every 
)0n practically every routine operation. 


ithout type, stencil or ink it makes 300 and more 
ht copies of anything written, typed or drawn... 
ichedules; operating and progress reports; specifica- 
engineering drawings; service, factory and work 
i; forms, and the like... 70 copies a minute, in one 
colors at once, 6c for the first 100, 3c thereafter. 
Mails can be used repetitively—excellent for cumu- 

R | E Teports, 


tre your department more effective—get the whole 
of Ditto’s public utility performance on gelatin or 
d duplicators. Use coupon for free idea-booklet, 
s, Their Place in Business.” No obligation! 
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2216 W. Harrison St., Chicago, IIL. 


Gentlemen: 


Send me copy of your book, “Copies, Their Place 
Business.” No obligation. » 
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PROFESSIONAL DIRECTORY 


® This Directory is reserved for engineers, accountants, rate experts and others equippe¢ 
to serve utilities in all matters relating to rate questions, appraisals, valuations, special re 
ports, investigations, design and construction. < « « « 


THE AMERICAN APPRAISAL GOMPANY 


INVESTIGATIONS « WALUATIONS e REPORTS 
PROPERTY EXAMINATIONS AND STUDIES for 
ACCOUNTING AND REGULATORY REQUIREMENTS 

CHICAGO - MILWAUKEE + NEW YORK + WASHINGTON ~ And Other Principal Cities 











DAY & ZIMMERMANN, INC. 
ENGINEERS 
PHILADELPHIA CHICAGO 


PACKARD BUILDING 








onsox Dt), Bacon s Davis, anc: xz» osm 


CONSTRUCTION 
OPERATING COSTS 


APPRAISALS 


Engineers INTANGIBLES 


VALUATIONS AND REPORTS 
CHICAGO PHILADELPHIA NEW YORK ~CLEVELAND 








J. H. MANNING & COMPANY 


120 Broadway Field Building 
New York ENGINEERS Chicago 
Business Studies Purchase—Sales Valuations 
New Projects Management Reorganizations 
Consulting Engineering Merges 


Public Utility Affairs including Integration ® - 








SANDERSON & PORTER 


ENGINEERS 
VALUATION DEPARTMENT 
APPRAISALS AND RATE QUESTIONS 


CHICAGO NEW YORK SAN FRANCISCO 











Sargent & Lundy, Incorporated 


ENGINEERS 
Steam and Electric Plants 
Utilities—Industrials 
Studies—Reports—Design—Supervision 
Chicago 
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PROFESSIONAL DIRECTORY (continued) 
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STONE & WEBSTER ENGINEERING CORPORATION 


DESIGN AND CONSTRUCTION 
REPORTS * EXAMINATIONS * APPRAISALS 
CONSULTING ENGINEERING 


BOSTON ¢ NEW YORK ¢e CHICAGO e PITTSBURGH ¢ SAN FRANCISCO e LOS ANGELES 








BARKER & WHEELER, Engineers 
Il Park Place, New York City. 
36 State St., Albany, N. Y. 
Designs and Construction—Operating Betterments— 
Appraisals, Rates—Office Systems 
Twenty Years Special Experience in Development of 
Original Costs, Restoration of Capital Accounts, Installa- 
tion of Perpetual Property-lRecord Systems, and Special 
Problems of Municipal and Other Non-Centralized Proper- 
ties. 


Francis S. HABERLY 
ENGINEER 


Appraisals—Property Accounting Reports 
—Cost Trends 


122 SOUTH MICHIGAN AVENUE, CHICAGO 








BLACK & VEATCH 


CONSULTING ENGINEERS 


Appraisals, investigations and re- 
ports, design and supervision of con- 
struction of Public Utility Properties 


4706 BROADWAY KANSAS CITY, MO. 


JACKSON & MORELAND 
ENGINEERS 


PUBLIC UTILITIES—INDUSTRIALS 
RAILROAD ELECTRIFICATION 
DESIGN AND SUPERVISION—VALUATIONS 
ECONOMIC AND OPERATING REPORTS 


BOSTON NEW YORK 








EARL L. CARTER 


Consulting Engineer 


REGISTERED IN {tNDIANA, NEW YORK, OHI@, 
PENNSYLVANIA, WEST VIRGINIA, KENTUCKY 


PUBLIC UTILITY 
VALUATIONS AND REPORTS 
814 Electric Building Indianapolis, led. 


JENSEN, BOWEN & FARRELL 


Engineers 
Ann Arbor, Michigan 


Appraisals - Investigations - Reports 
in connection with 
rate inquiries, depreciation, fixed capital 
reclassification, original cost, security issues. 








CHENEY AND FOSTER 


Engineers and Consultants 


61 BROADWAY NEW YORK 


SLOAN & COOK 


CONSULTING ENGINEERS 


120 SOUTH LA SALLE STREET 
CHICAGO 


Appraisals—Original Cost Studies 
Depreciation, Financial, and Other Investigations 








ROBERT E. FOLEY 


Erecting Engineer 
Telephone Lines—Rural Lines—Fire Alarme— 
Transmission Lines 


48 Griswold St. Binghamton, N. Y. 











J. W. WOPAT 


Consulting Engineer 
Construction Supervision 


Appraisals—Financial 
Rate Investigations 


1510 Lincoln Bank Tower Fort Wayne, Indiana 
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The Fortnightly lists below the advertisers in this issue for ready refer- 
ence. Their products and services cover a wide range of utility needs. 
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Aluminum Company of America 
American Appraisal Company, The 
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Barber Gas Burner C y; 
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GRINVELL MULSTFYRE— 


Snuffs Out Oil Fires with 
ray ot Water! 


Mulslifying Sp 





a 


A STUBBORN OIL FIRE... 


generating plants, switch yards, sub- 
ns... Wherever oil-filled apparatus or 
icating systems are employed... 
nell Mulsifyre Systems now give per- 
pnt, positive protection against oil fires. 
instant the system is turned on, either 
ally or automatically, a driving spray 
ster strikes the oil... churns the surface 
anon-flammable emulsion . .. smothers 
e within a few seconds! The water 
separates itself from the oil as the 
sion breaks down. 


his simple, positive method of extin- 


WHAT MULSIFYRE SPRAY . 
LOOKS LIKE... 


FIRE OUT, WITHIN S SECONDS! 


guishing oil fires was developed and 
patented by Grinnell ... and is incorporated 
in Mulsifyre Systems by means of a special 
discharge nozzle, the Grinnell Projector. 
Since its introduction, “Mulsifyre” has been 
accepted internationally by utilities and 
. and by the U. S. Navy for 


bilge-protection of oil-burning ships. 


industries . . 


Write for detailed information on 
“Mulsifyre” Systems and their applications. 
Grinnell Company, Inc., Executive Offices, 
Providence, Rhode Island. Branch offices 
in principal cities of U. S. and Canada. 


GRINNELL 


AUTOMATIC SPRINKLER FIRE PROTECTION 
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Fie- stocking is Vital! 


As every fisherman knows, even if he has a new tapered lise and a colatfgl royal 
coachman, his success depends ona wise conservation policy. Where there's 
too much “take out” and not énough “put in)’ the’ sport is poor for everyone. 


7 YHE « far-seeing executive knows 
that this’same principle applies in 
his, business... 

If he pursues'the,policy of buying on 
price,alone, he contributes little.to:the 
progress of his industry? But by pur- 
chasing from those manufacturers who 
lead in» research, he ‘enéourages the 


continual developimént, of new and 


better products —a ‘‘ednservation’”’ 


policy that provides for the future. 


SENERAL 


Because many, of you haye adopte 
this broader; putchasing ipolicy, Ge 


»» eral Electric, thfough its research pra 


gram, has’ eatned’ for the clectricd 
industry®tens*of,dollars for every on 
that.itjhas earned, for itself. 

In your own interest buy wherevyo 
are assured’ of ‘a! continuing fetu 
Your pa will show ‘hat you 
foster, a “putan” policy for the i 


dustry — because ‘re-stocking is” 


ELECTRIC 
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